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PREFACE 


This report is intendec as a basic guide to the National Income and 
Expenditure Accounts. It represents a consolidation and an up-dating of the 
work which has gone forward in this field since the last major reference 
compendium National Accounts, Income and Expenditure, 1926-1956 was 
issued in 1958. The report and its accompanying two volumes of statistics 
supersedes all previous publications on the National Income and Expenditure 
Accounts issued by Statistics Canada. 


The present report is Volume 3 of a series of three volumes which 
together constitute a complete record of the revised National Income and 
Expenditure Accounts for Canada. The statistical estimates which make up 
this system are published in Volume | The Annual Estimates and Volume 2 
The Quarterly Estimates. Volume 3 — the present report — is designed as a 
basic reference compendium which describes and explains this key set of 
economic statistics. It provides a description of the concepts, definitions, 
content, and sources and methods underlying the statistical estimates. 


In writing this report, the objective has been to reach the widest possible 
audience. The National Income and Expenditure Accounts are now used for 
economic decision-making and policy analysis in a great variety of fields. They 
are widely accepted as the central set of statistics for appraising economic 
performance — for charting the course of the economy and evaluating the 
pattern of economic developments. Accordingly, an attempt has been made to 
keep the discussion at a non-technical level insofar as this has been possible. The 
national incoine statistician will not find in this report all that he wishes to 
know. 


The report was planned and written by Robert B. Crozier, a former 
Director of the National Accounts Division and a member of the original group 
which was established in the early postwar years to develop a system of 
National Income and Expenditure Accounts for Canada. Mr. Crozier was a 
senior economist with the Economic Council of Canada prior to undertaking 
this assignment. But many people in Statistics Canada have contributed to this 
volume and particularly the members of the Staff of the Gross National 
Product Division under the direction of Guy Leclerc and Stewart Wells. Major 
contributions to this report were made by the following members of the staff: 


Ellen Buckley Albert Meguerditchian 
Douglas Clancy Hans Messinger 
Barbara Clift Krishna Murty 

Joel Diena John O’Day 

Robert Ferland George Palamedes 

Leo Grand Michel Pascal 

Shan Lal 


Peter Devries and Jean Falardeau from the Labour Division also contributed. A 
special acknowledgement is due to Hans Adler, Bower Carty and Barbara Clift 
who read through the entire manuscript as it was in preparation and made 
many useful comments. Louise Cameron prepared the index and contributed 
the secretarial skills, while Lois Whitmore assisted with the editing and 
checking. The final text was reviewed by Guy Leclerc and Stewart Wells. The 
charts were prepared in the Drafting Unit under Gaetan Massicotte. Mrs. Rae 
Knapp was responsible for the editing and liaison, assisted by Mrs. Diane 
Joanisse. 


PETER G. KIRKHAM, 
March 1975 Chief Statistician of Canada. 
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PART I 


THE ANNUAL ESTIMATES 


CHAPTER 1 


INTRODUCTION 


This report is the third in a series of three volumes which together make 
up a complete record of the revised National Income and Expenditure 
Accounts for Canada. The basic statistics on this new revised basis are 
published in Volume 1 The Annual Estimates and Volume 2 The Quarterly 
Estimates. These latter two documents consist entirely of the Tables which 
comprise the National Income and Expenditure Accounts system. The present 
volume, Volume 3, aims to provide an up-to-date guide to this key set of 
economic statistics. It is designed to meet the needs of both the practising 
economist and the non-specialist user, providing a basic description of 
concepts, definitions, content and underlying sources and methods. 


As noted in the Foreword, in writing this report the objective has been to 
reach the widest possible audience. The National Income and Expenditure 
Accounts are now used for economic decision-making and policy analysis in a 
great variety of fields. They constitute a central framework of statistics which 
is generally acknowledged to be essential for appraising and evaluating the 
course and pattern of economic developments. Accordingly, every effort has 
been made to keep the discussion as non-technical as possible. The national 
income statistician and other specialists may not find in this report all that 
they wish to know. 


The last major reference document on Canada’s National Income and 
Expenditure Accounts was published in 1958 under the title National 
Accounts, Income and Expenditure, 1926-1956. It dealt entirely with the 
annual estimates. A brief review of the concepts and methodology underlying 
the quarterly estimates was published in 1962 in National Accounts, Income 
and Expenditure, by Quarters, 1947-1961. These two documents are now out 
of date. The present report revises and enlarges on this material, brings it 
up-to-date, and consolidates it in a single volume. 


During the fifteen years since the last major reference compendium was 
published, a number of factors and developments have operated to produce 
changes in the National Income and Expenditure Accounts system. Much 
additional new data has become available — especially as a result of the 196] 
Census, but from other sources as well. The new material has involved major 
statistical revisions to the National Income and Expenditure aggregates. In 
addition, a number of changes in definition have been required, to accord 
more closely to international practice, to introduce improvements in treatment 
recommended by experts in Canada or elsewhere, to reflect institutional 
change, or to accommodate new developments and extensions in economic 
statistics such as financial flow information and industry statistics. At the same 
time, where new systems of economic statistics have been developed over the 
past decade, (as in the case of financial flow information) it has clearly been 
desirable to extend or modify the structure of the National Income and 
Expenditure Accounts system so that linkages to these other systems of 
information can be readily established and analysis carried out in an integrated 
way. The structure of the Accounts has also been affected by institutional 
developments such as the introduction of nation-wide health schemes and 
pension plans in the 1960’s. All of these matters relating to statistical, 
definitional, or structural changes in the Accounts since the last reference 
document was published are taken up in detail in Chapter 2 of this report. 
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The report is organized into two main parts. Part I deais with the annual 
estimates and the framework of ideas and basic information around which 
they are constructed. Part II deals with the quarterly estimates, and the special 
problems of adapting the basic income and expenditure framework to provide 
more timely information. 


The Historical Setting 


The development of National Income and Expenditure Accounts for 
Canada was powerfully influenced by the experience of the Great Depression 
and World War II. In particular, the depression of the 1930’s shattered 
traditional economic thought and challenged economists and statisticians to 
improve their theoretical framework and strengthen and systematize the 
collection of quantitative data. In 1933, no one in a policy-making position in 
Canada knew how far production and income had fallen from the peak in 
1929, or even how many people were unemployed. No theory had evolved to 
explain a depression on this scale, and no figures were available to describe its 
full dimensions. The statistical system had not developed at this stage to a 
point where such critically important information on the state of the economy 


was available. The problems associated with mobilization and the operation of - 


a controlled wartime economy in the 1940’s focussed further attention on the 
need for a much broader range of statistical tools to assist the government in 
managing the economic affairs of the nation. Efforts were in fact made during 
the war within the departments of the federal government to produce rough 
National Income and Expenditure estimates for purposes of planning and 
post-war reconstruction.! And discussions were held in Washington in the fall 
of 1944 with United States and United Kingdom experts on the question of 
developing an appropriate theoretical framework for National Income 
Statistics. But essentially, a concentrated effort to develop National Income 
and Expenditure Accounts for Canada had to wait until after the end of 
hostilities. 


Basically, the work on the development of a system of National Income 
and Expenditure Accounts for Canada had its origins in the 1945 White Paper 
on Employment and Income published just one month before the end of the 
war in Europe.2 In this paper the government set out in broad outline the 
policies which it intended to follow during the period of reconstruction which 
would begin with the end of hostilities. The major theme of this paper was 
that the adoption of high and stable levels of employment and income, and 
higher standards of living, would be a primary aim of government policy in the 
post-war period. The depression which preceded the war had demonstrated 
that industrialized economies were not self-regulating mechanisms which 
would necessarily or automatically adjust to a level of full employment. The 


! W.A. Mackintosh, The White Paper on Employment and Income in Its 1945 Setting, 
published in Canadian Economic Policy Since the War (six public lectures in 
commemoration of the twentieth anniversary of the 1945 White Paper), Canadian Trade 
Committee, Private Planning Association, 1966. 


2 Employment and Income With Special Reference to the Initial Period of 
Reconstruction, King’s Printer, Ottawa, April 1945. This and the following paragraph draw 
heavily on a government paper prepared in 1965 for the Organisation for Economic 
Cooperation and Development, “Canada: Short-Term Forecasting in the Federal Service,” 
published in Techniques of Economic Forecasting, OECD, Paris, 1965. 
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experience of the depression had forced theoreticians and policy-makers alike 
to re-examine their positions and to probe more deeply for an understanding 
of economic processes. In this connection, the work of John Maynard Keynes 
was to become a seminal influence. The problems associated with running a 
war-time controlled economy under conditions of full mobilization had 
further emphasized the need for extending the range of economic information, 
and in a way which would describe the behavior of the economic system in its 
larger dimensions. The transition to peace and post-war reconstruction which 
began in 1945 presented new and difficult problems of adjustment in which 
the government would necessarily be required to play a major role. Against 
this background, the 1945 White Paper placed on record the key objectives 
which the government intended to pursue in carrying forward its 
reconstruction programme in the post-war years. 


In line with these objectives, the government acted to establish a more 
comprehensive and fully integrated system of economic reporting. The initial 
task was to improve and extend the statistical tools available for charting the 
course of economic developments, and to establish a framework for measuring 
the level and outcome of the nation’s economic performance. In 1945, a 
Central Research and Development Staff was established at the (then) 
Dominion Bureau of Statistics, charged with the task of coordinating the 
bureau’s work in the field of economic statistics and of developing a set of 
National Income and Expenditure Accounts for Canada. A quarterly labour 
force survey was begun at about the same time, and steps were taken to 
establish a survey of the capital investment intentions of businesses and 
governments. Concurrently, the Economic Research Branch of the (then) 
Reconstruction Department was assigned responsibility for preparing, on a 
regular basis, short-term forecasts of the level of economic activity. 


The Canadian system of National Income and Expenditure Accounts 
which emerged from these initiatives and which is described in this report was 
developed at the same time that similar efforts were taking place in other 
countries. Indeed, as has been noted, the basic theoretical framework — much 
as it stands today — was put together during the course of discussions among 
representatives of the United States, the United Kingdom, and Canada in the 
fall of 1944, at which time a large measure of clarification and agreement was 
reached. In the years since the war, material published in the reports of the 
Conferences on Research in Income and Wealth (sponsored by the National 
Bureau of Economic Research), the International Association for Research in 
Income and Wealth, official government reports, professional journals, and 
numerous text-books, have gone far toward building up a comprehensive body 
of literature in the field. The work of the United Nations has also done much 
to disseminate and systematize the results of these studies. The Canadian 
National Accounts have benefitted from all of these developments. 


During the last half of the 1940’s, regular estimates of Gross National 
Product and Expenditure were prepared and published in Canada on an annual 
basis. In this period the main essentials of the statistical framework were 
established and tested out in an operational way. The first basic reference 
document, containing annual estimates for the period 1926-50, was published 
in early 1952. In the fall of 1953, the first report on quarterly estimates of 
Gross National Product and Expenditure was published, covering the period 
1947-52. Since that time, quarterly estimates of the National Income and 
Expenditure Accounts have been prepared regularly each quarter. 
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The evolution of a statistical system tends to reflect and respond to the 
changes which are taking place in the society. Against the background of 
depression and war, Canadians made explicit new economic goals embodied in 
the 1945 White Paper. But over the post-war period, the number of economic 
goals which Canadians have set for themselves, to be achieved simultaneously 
and consistently, has multiplied. These goals now include full employment, a 
high rate of economic growth, reasonable price stability, a viable balance of 
payments position, and an equitable distribution of income. As the goals have 
become more ambitious, more explicit, and more difficult to attain 
consistently, the demand for economic information to guide decision-making 
has grown steadily — information covering new areas, more timely 
information, and higher quality information. The National Income and 
Expenditure Accounts have continued to be shaped and influenced by these 
demands, as have other sets of economic statistics published by Statistics 
Canada. 


It is possible, by generalizing very broadly, to discern three fairly distinct 
phases in the evolution of post-war economic developments. In each phase, the 
growing list of economic objectives has tended to be characterized by special 
concerns which have influenced the demand for and the nature of our | 
economic statistics. These three stages can perhaps be summarized in a general 
way as follows: a period covering the late 1940’s and the decade of the 1950’s 
in which the principal concern was with the problem of “‘stabilization” — the 
avoidance of recession; a period covering the decade of the 1960’s in which the 
goal of “‘economic growth’? came to occupy a more dominant role — and 
during which time the North American economy underwent the longest 
expansion in its history; and more recently, the emergence of strong concerns 
about the quality of life and the side-effects of economic growth, with a shift 
in emphasis toward problems of welfare, resource use, social choice, and the 
question “‘growth for what? ”’. 


In the immediate post-war period, the principal concern of economic 
policy was “stabilization” — to avoid the possibility of a down-turn in the 
economy cumulating into a major depression such as occurred in the 1930’s. 
Policy thinking was heavily focussed on minimizing fluctuations in the 
business cycle and only indirectly on the problem of realizing the economy’s 
large and continually expanding potential. Governments tended to think of 
their role as a “‘balance wheel’ in the economy, adding to total demand 
whenever private demand weakened, and constraining total demand whenever 
the latter became excessive., The business cycle provided the basic analytical 
framework for appraising and evaluating current developments in the 
economy. 


During this period, major emphasis was given in the statistical program of 
Statistics Canada to the development of data for measuring cyclical 
fluctuations in the economy. The quarterly National Income and Expenditure 
Accounts were developed and published in the early 1950’s, and rapidly 
achieved prominence as a Key set of data for appraising current business cycle 
developments. The increasing size and importance of government revenues and 
expenditures, and their influence on the level and direction of economic 
activity, led to a rapid expansion of the detail underlying the government 
sector of the National Income and Expenditure Accounts. Large efforts were 
made to expand the seasonal adjustment program at the bureau — not only the 
seasonal adjustment of the National Income and Expenditure Accounts but 
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also a wide range of closely related business cycle indicators. By the 
mid-1950’s, seasonal adjustment of time series by electronic computers had 
become feasible, and this greatly facilitated the task of providing a large 
amount of statistical information on a seasonally adjusted basis to permit 
ready identification of underlying cyclical movements.3 At the same time, the 
Economics Branch of the Department of Trade and Commerce did much 
valuable work in the “dating” of Canadian business cycles, identifying the 
timing of peaks and troughs, studying the behavior of leading, lagging and 
coincident indicators, and undertaking studies of the average length of cyclical 
recessions and expansions in Canada.4 


The empiiasis in the White Paper had been “to maintain a high and stable 
level of employment and income’’. The wording implied that there would be a 
strong focus on “‘prevention’’. And the installation of new economic and social 
machinery in the 1940’s and the 1950’s was very much influenced by the 
desire to create “built-in stabilizers’ for employment and income 
maintenance. But as John Deutsch has pointed out: 


“There was no similar emphasis (in the White Paper) on the 
maintenance of a reasonably stable price level; there was no explicit 
reference to a rapid rate of economic growth; there was surprisingly 
little concern about the balance of payments. However, the events 
of postwar history brought these matters to the fore one after 
another. The experience of inflationary pressure demonstrated quite 
sharply that there was a problem about prices and the cost of living. 
The cold war, strong East-West competition for power and 
influence, rapid technological progress and the new dynamism of the 
older industrial countries, all contributed to an_ increasing 
preoccupation with the task of achieving a rapid rate of economic 
growth. The problem of maintaining external stability was never far 
away.’’5 


3 The seasonal adjustment of time series by electronic computer was initially 
developed by Julius Shiskin, Chief Economic Statistician at the United States Bureau of the 
Census in the mid-1950’s (see his Electronic Computers and Business Indicators, Occasional 
Paper No. 57, National Bureau of Economic Research, New York 1957). The Canadian 
program of seasonal adjustment owes a heavy debt to this work, and to the helpful 
collaboration which developed between the (then) Dominion Bureau of Statistics and the 
United States Bureau of the Census. Mention should also be made of the pioneering work of 
the National Bureau of Economic Research, whose basic studies of the business cycle have 
provided economists with the methodological framework for analyzing business cycle 
developments. (See National Bureau of Economic Research, Business Cycle Indicators, 
Volumes 1 and 2, Princeton University Press, Princeton, 1961). 

4 While a large part of this work was undertaken for internal use within the 
government, much of it also found its way into published reports, for example, in the 
Report of the Special Committee of the Senate on Manpower and Employment (Queen’s 
Printer, Ottawa 1961), the Report of the Royal Commission on Banking and Finance 
(Queen’s Printer, Ottawa, 1964), the Report of the Organisation for Economic Cooperation 
and Development on Seasonal Adjustment on Electronic Computers (OECD, Paris, 1961), 
and various professional journals. 

5 John J. Deutsch “Canadian Economic Policy 1945-1965: A Summing Up”, 
published in Canadian Economic Policy Since the War (six public lectures in 
commemoration of the twentieth anniversary of the 1945 White Paper) Canadian Trade 
Committee, Private Planning Association, 1966. 
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In the late 1950’s and early 1960’s, unemployment rose sharply in 
Canada (and in North America generally), and this was accompanied by a 
slowing in the rate of economic growth, the accumulation of a large amount of 
economic slack and a generally unsatisfactory economic performance. Partly in 
response to this situation, the Economic Council of Canada was created in 
1963, one of whose major tasks was “to recommend what government 
policies, in the opinion of the Council, will best help to realize the 
potentialities and growth of the economy’’. The concept of “‘potential” Gross 
National Product, and the growth of this potential, thus came to assume a 
major role in the Council’s work. The “potential” GNP emphasized the output 
which could be produced if the labour force were fully employed and 
industrial capacity fully utilized. In an economy with an expanding labour 
force and an average annual increase in productivity, this potential was always 
growing. The view that demand management should be deliberately aimed at 
steering the economy along the underlying path of this continually expanding 
“potential” (rather than seeking simply to counter cyclical fluctuations) 
became one of the early themes of the Council’s reports. What was emphasized 
here was that the level of demand should be sufficient to purchase the output 
which a fully employed economy could produce; and that the standard for 
judging economic performance should be whether the economy was measuring _ 
up to its “‘potential’’ rather than whether it was simply advancing cyclically. 


The shift from a preoccupation with “stabilization” toward a greater 
emphasis on “economic growth” and the economy’s expanding potentials was 
~ in fact a development which occurred in a large number of countries in the 
1960’s. Much of the impetus came from the collective growth goal established 
by the member countries of the Organisation for Economic Cooperation and 
Development at the beginning of the decade. These countries collectively 
agreed that they should aim to increase the physical volume of production of 
the 21 member OECD group (including Canada and the U.S.) by 50% in the 
ten years 1960 to 1970.6 (This goal was in fact exceeded.) This commitment, 
which established the goal of strong economic growth as one of the central 
objectives of governments in almost all of the world’s advanced industrial 
countries, was one of the important economic developments of the decade. In 
the United States, the turn toward “growth” as a principal goal had begun 
even earlier, prompted by the launching of Sputnik by the U.S.S.R. in the late 
1950’s, and subsequently reinforced by the generally unsatisfactory 
performance of the United States economy after the 1957-58 recession. The 
massive tax cut in the United States in the early 1960’s recommended by the 
Council of Economic Advisers was a “growth-oriented”’ measure designed to 
close the output gap and get the U.S. economy moving back up towards its 
potential. The path-breaking work of the American economist Edward 
Denison in the 1960’s on sources of economic growth had a major influence in 
educating decision-makers on the options available for promoting growth, both 
in the United States as well as in other countries.7 


6 See Policies for Economic Growth, Organisation for Economic Cooperation and 
Development, Paris, 1962. Also, The Growth of Output, 1960-1980: Retrospect, Prospect, 
and Problems of Policy, OECD, Paris, 1970. 

7 Edward F. Denison, The Sources of Economic Growth in the United. States and the 
Alternatives Before Us, A Supplementary Paper for the Committee for Economic 
Development, New York, 1962. Also, Why Growth Rates Differ: Post-War Experience in 
Nine Western Countries, The Brookings Institution, Washington, D.C., 1967. 
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The attention given to “‘economic growth” as an objective of policy in 
the 1960’s was a factor influencing priorities in statistical work. It emphasized 
the critical importance of maintaining consistent and continuous records of 
income and output over considerable periods of time. It focussed attention on 
inadequacies in the measurement of the physical volume of output which led 
subsequently to steps to improve them. It pointed up the crucial role of 
productivity in the growth process and kept this matter in the forefront of 
statistical priorities. It influenced the decision to give major support to the 
development and production of real output by industry statistics. And finally, 
it led to the joint development of a “growth model” of the Canadian economy 
by the Economic Council of Canada and other agencies of the federal 
government which is now generating new and increasingly sophisticated 
demands on the statistical system. 


ay ee 


At the beginning of the 1970’s, there is apparently emerging a growing 
uneasiness and disenchantment with the process of economic growth. 
Economic growth is being attacked as a major source of environmental 
pollution and the cause of a declining quality of life. Social costs, or “negative 
externalities’”” associated with the growth process are now generating mounting 
concern. Economists are accused of being preoccupied with maximizing the 
size of the Gross National Product to the exclusion of other basic 
considerations including the preservation of air, land and water resources upon 
which all life on the planet depends. In many countries, a shift in political 
priorities is apparently taking place, with pollution abatement and the 
preservation of the environment high on the agenda. Concern with the growth 
of economic output as such is being replaced by concern with “‘the problem of 
social choice” — of how that output is being used, what the alternatives are, and 
how the choices are likely to affect people’s well being. This is reflected in a 
decision of the Organisation for Economic Cooperation and Development that 
future work on growth problems will entail a shift in emphasis from the 
growth of aggregate output to the growth of social welfare in a wider sense, 
including questions relating to the allocation of the growing volume of 
national resources as between public and private uses. 


The Economic Council has pointed out that the goal of economic growth . 
is not an end in itself, but simply a means for achieving other ends — for 
providing the resources with which to fulfill the vast array of wants and needs 
in our society. Economic growth is a “performance” goal whose attainment is 
desired in order to reach certain “achievement” goals, including those 
associated with a higher quality of life. How will the nation’s growing 
productive resources be used to meet the wants and aspirations of the society? 
How can economic growth, which is needed to generate this growing volume 
of resources, be reconciled with preservation of the environment and the 
conservation of non-renewable materials? These are questions which are now 
exercising the minds of many people in Canada as well as in other countries. In 
the course of this wide-ranging debate, new demands for statistics are 
emerging, among them a demand for “social indicators’? which will better 
measure the welfare or “‘quality of life’’ status of the people. 


The National Income and Expenditure Accounts do not measure social 
welfare. They are centred around the measurement of market-based activity, 
and they follow clearly defined market-based criteria. They take no account 
of social costs or ‘‘negative externalities’? such as air and water pollution 
caused by the private use of public goods, or the disamenities caused by traffic 
congestion and urban crowding. In this specific sense, they cannot measure 
changes in welfare — although the general view has been that increases in 
welfare have in the past usually tended to be associated with increases in real 
per capita incomes. But while the Accounts cannot cope with questions of 
social welfare, they can shed a good deal of insight into questions of “social 
choice’. They show, on the expenditure side, how the resources of the 
economy are allocated among major uses. This information is likely to become 
increasingly relevant in societies where attention is shifting to problems of 
choice and priority in resource use.? 


8 The terms “market-based activity” and “market economy” are used in this report 
to refer to the money-exchange economy which includes the activities of governments and 
non-profit institutions as well as the activities of business enterprises operating for a profit. 

9 See Expenditure Trends in OECD Countries, 1960-1980, Organisation for 
Economic Cooperation and Development, Paris, 1972. 
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Uses and Applications 


It has been said that the National Income and Expenditure Accounts 
represent an attempt to construct a statistical counterpart of the market or 
““money-exchange” economy. This is a reasonably good working description. 
Essentially, the Accounts are centred around the measurement of 
market-based activity — activity associated with the production of goods and 
services, and the sale of these goods and services in final markets. Thus, the 
Accounts provide a basic statistical picture of the key economic processes of 
production, income generation, sales to major markets, consumption, and 
capital formation. 


The uses and applications of a system such as this are of course very 
numerous. The previous discussion of the historical setting will have indicated 
in a general way how the use of the Accounts has evolved in the area of public 
policy. More specific applications will become evident in later Chapters which 
deal in detail with particular areas of the National Income and Expenditure 
system. But it might be useful, in this opening chapter, to provide a brief 
summary description of some current uses and applications by way of an 
introductory review. A simple listing might run as follows: 


Current economic analysis — This is the most general use of the 
Accounts. They provide a central organizing framework for monitoring the 
current performance of the economy — for measuring and keeping abreast of 
changes in the growth of output, in the pattern of the income flows, and in the 
strength and composition of demand. The quarterly estimates provide the basis 
for such evaluations at regular intervals during the course of each year. 


Short-term forecasting — Governments and businesses periodically 
undertake assessments of future economic prospects for purposes of planning 
their activities in the year ahead. Such short-term forecasts are ordinarily cast 
up in the framework of the National Income and Expenditure Accounts. 
Within the federal government it is customary for the Minister of Finance to 
calculate the estimate of government revenue yields in the year ahead on the 
basis of the forecast level of Gross National Product. This combined with the 
estimates of spending commitments permits a judgment to be made of the 
prospective government surplus or deficit in the year ahead. Conferences to 
assess the short-term economic outlook are now a fairly regular occurrence 
among business, government and academic economists. The Organisation for 
Economic Cooperation and Development carries out a major forecasting 
exercise twice each year in which the economic prospects of all member 
countries are appraised and evaluated. 


Background to the budget — Each year, in bringing down the federal 
budget, the Minister of Finance makes an official statement on the economic 
situation — both in terms of current developments and trends as they have 
been emerging in the recent past and in terms of future prospects. This budget 
statement is normally accompanied by an official White Paper in which the 
latest National Income and Expenditure statistics are reviewed and interpreted. 


Medium-term projections — Assessments of medium-term potentials and 
prospects for the Canadian economy are regularly undertaken by the 
Economic Council of Canada. The Council’s Sixth Annual Review (September 
1969) set out the prospects for supply and demand, and saving and investment 
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for the period 1967 to 1975. The Ninth Annual Review (November 1972) 
centred around an assessment of the economy’s prospects and potentials 
through to the year 1980. 


Studies of the sources of economic growth — Much new light has been. 
shed in recent years on the sources of economic growth. Such studies have 
typically been carried out in the framework of the National Income and 
Expenditure Accounts. The growth in the productive capacity of the economy 
depends partly upon increases in the sheer physical quantity of resources 
used — increases in the number of people and in the volume of capital 
employed. But a very large part of economic growth also comes about from 
improvements in the quality of the resources used, such as higher levels of 
education in the work force and more technologically advanced capital 
equipment. In addition, growth is related to increases in the efficiency with 
which these resources are used — for example, as a result of shifts of men and 
capital from less productive to more productive lines of activity, and through 
economies of scale and specialization. Studies of the sources of economic 
growth, particularly those by E. Denison in the United States, and by Miss D. 
Walters in Canada, have made it possible to assess quantitatively the relative 
significance of each of these particular factors in the growth process.! 0 


Model-building — The National Accounts are now widely used in the > 
construction of econometric models designed to simulate the behavior of the 
economy and to take account of feedback effects from one part of the system 
to another. Examples are the large annual growth model (CANDIDE) 
developed by the Economic Council of Canada in collaboration with a number 
of other government departments and agencies; the RDX2 model developed by 
the Bank of Canada, which is a quarterly model designed for short-term 
forecasting; and the TRACE model of the University of Toronto, which is aiso 
used for short-term forecasting. 


Structural analysis — A good deal of information on the structure of the 
economy is revealed in the Accounts, for example, information on the 
structure of income, on the composition of demand, and on the industrial 
composition of production. The geographical distribution of personal and 
disposable income by major regions is also a feature of the system, and 
regional breakdowns of National Accounts aggregates are in strong demand. 
Some very striking changes in the structure of the economy have occurred over 
the post-war period. By way of illustration, in 1946 agriculture accounted for 
around 11% or 12% of domestic production and national income, and for 
about 25% of total employment in Canada. By the early 1970’s, the share of 
agriculture in domestic production and national income had dropped to 2% or 
3% and its share in total employment to about 6%. Over the same time span, 
the value of production in the service industries rose from almost 50% of total 
production to around 60%, while employment in the service industries 
increased from 40% of total employment to over 60%. On the demand side, 
personal spending on consumer goods and services has declined sharply as a 
share of Gross National Product, and government spending on goods and 


10 The Canadian studies by Dorothy Walters for the Economic Council of Canada 
are: Canadian Income Levels and Growth: An International Perspective (Staff Study No. 
23); and Canadian Growth Revisited, 1950-1967 (Staff Study No. 28). The Denison studies 
are noted on page 26, footnote 7. 
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services has increased sharply as Canadians have chosen to allocate more of 
their output to collective consumption. The role of the government sector in 
the economy in fact has expanded greatly in the post-war period, with total 
government revenues rising from 24% of Gross National Product in 1950 to 
37% in 1972. 


Education — In the general field of education, the Accounts provide a 
framework within which economic questions of public concern can be 
considered in their quantitative aspects. The habit of looking at economic 
problems in quantitative terms and in relation to overall economic magnitudes 
is a common feature of reporting in the country’s financial press. The 
Statistical framework represented by the Accounts is also a useful expository 
device in the teaching of economics. 


Administrative uses — An important early administrative use of the 
Accounts in Canada was their adoption by the federal and provincial 
governments as the basis of adjusting the federal tax rental payments to the 
provinces in the period 1947-57. About $2.0 billion of federal transfers was 
involved. A further administrative use of the Accounts has been in connection 
with Canada’s contribution to international organizations. 


The potential output and GNP “gap” analysis — The National Accounts 
provide the basic material for developing estimates of “‘potential’? GNP, for 
measuring the “gap”? between actual and potential GNP, and for calculating 
the high employment budget position. These analytical tools have played a 
prominent role in the work of the Economic Council of Canada, in connection 
with its annual reviews and performance reports.!! Potential output is that 
output which could be produced if the labour force were fully employed and 
industrial capacity fully utilized. The shortfall of ‘actual’? GNP in relation to 
the level of “potential” GNP is a measure of the output gap, or GNP “‘gap”’. If 
total demand for goods and services from all of the major spending sectors is 
not adequate to purchase the output which a fully employed economy can 
produce, then “‘actual’’ output will decline below “‘potential” output, and 
unemployment will rise. 


The present report deals with the definition and measurement of “actual”. 
output and income — that is, with “realized’’ Gross National Product, and not 
with “‘potential’? Gross National Product. But the “‘potential’” or full 
employment level of Gross National Product is an important basic concept 
which is coming to be used more widely in economic analysis. It will be 
referred to again in later chapters of this report. 


Consistency in statistical collection — The Accounts have important 
technical uses in establishing priorities and in enforcing consistency in 
statistical collection. Not only are the Accounts internally consistent in 


11 See B.J. Drabble, Potential Output, 1946 to 1970, Staff Study No. 2, Economic 
Council of Canada, Ottawa, 1964; First Annual Review: Economic Goals for Canada to 
1970, ECC, Ottawa, December 1964; Sixth Annual Review: Perspective 1975, ECC, 
Ottawa, September 1969; Performance and Potential, Mid-1 950’s to Mid-1970’s, ECC, 
Ottawa, September 1970; and Performance in Perspective, 1971, ECC, Ottawa, October 
1971. 
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themselves, but, since they touch upon all economic activity in the economy, 
further extensions of the general body of economic statistics are more 
efficiently considered in terms of comparability with them. 


This summary outline of uses and applications is intended to be 
illustrative. In the next chapter, we turn to a discussion of the statistical, 
definitional and structural changes which have been incorporated in the 
National Income and Expenditure Accounts system since the last major 
reference compendium was published. 


[APTER 2 


[AT IS NEW IN THIS REPORT? 


This chapter describes the modifications to the National Income and 
Expenditure Accounts system which have been made since the last major 
reference document National Accounts, Income and Expenditure, 1926-1956 
(the “Brown Book’’) was published in 1958. The changes are mainly of three 
types: changes in concept and definition; alterations in the structure of the 
accounting framework; and changes in the statistical estimates resulting from 
revisions to primary data. 


The task of consolidating all three types of changes for the entire span of 
years covered by the Accounts, and at the same time maintaining a current 
reporting and publication program, has been difficult and time consuming. The 
revision program has in fact taken place in two stages. In August 1969, an 
interim report National Income and Expenditure Accounts, 1926-1968 (the 
‘““Green Book’’) was published, incorporating all of the changes in concept and 
definition which are described in this chapter, and indicating the nature of the 
proposed alterations to the format and structure of the Accounting system. In 
addition, this interim report incorporated major revisions to the statistical 
estimates necessitated by new information from the 1961 Census and new or 
revised primary data from other sources. The second and “‘final”’ stage of this 
revision program has now been completed. In this second stage, the statistical 
estimates have undergone a further significant revision for the period 1947 to 
the present,! made necessary by additional information becoming available in 
a number of important areas since 1969, including the results of the 1966 
Census. No changes in concept or definition, or in structure, were made in this 
second stage of the revision program. 


The present chapter aims to provide an up-to-date summary account of 
these developments in the Accounts. Comparisons are made for the most part 
between the present set of Accounts and the Accounts as set out in the basic 
1958 Brown Book National Accounts, Income and Expenditure, 1926-1956. 
The reader is thus provided with a fixed landmark from which to make the 
transition to the new features of the system described in this report. The 
interim 1969 revision (Green Book) simply constituted a step along the way to 
the preparation of the present report. 


Because this chapter deals essentially with differences between the “old” 
and “new” system of National Income and Expenditure Accounts, it must 
assume some familiarity on the part of the reader with the system as described 
in the 1958 ‘Brown Book’’. The reader who does not possess a reasonably 
good working knowledge of the Accounts will find this chapter difficult and 
perhaps irrelevant to his particular interests. The uninitiated reader coming to 
the Accounts for the first time would do well to proceed directly to Chapter 3, 
“The Conceptual Framework of the National Income and Expenditure 
Accounts’. 


1 This second stage statistical revision was not carried back to the period 1926-46. 
There is therefore a “break” or discontinuity in the series between the years 1946 and 
1947. See section at the end of this chapter for a discussion of this matter. 
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Among other new features of this report is a section on concepts, sources 
and methods underlying the preparation of the quarterly National Income and 
Expenditure estimates, comprising Part II of the report. In addition, the report 
contains a chapter setting out the principal differences between the Canadian 
National Income and Expenditure Accounts, the system employed in the 
United States, and the standard system recommended by the United Nations. 
The report also includes a chapter which sets out the basic linkages between 
the National Income and Expenditure Accounts and other major systems of 
economic statistics such as the Financial Flow Accounts, the Balance of 
Payments, Input-Output Accounts, and Gross Domestic Product by Industry 
data. Finally, in Chapters 5, 6, 7 and 8, the report provides explicit examples 
of the way in which the detail in the sector accounts can be consolidated to 
yield the main statistical aggregates in the summary Gross National Product — 
Gross National Expenditure and production account tables. These are all new 
features of the current report which were not included in the 1958 reference 
document. 


Why Revisions? 


Users of the National Income and Expenditure Accounts are sometimes — 
perplexed by the need to undertake periodic revisions to the figures — 
especially such large-scale revisions as are described here. Why do such 
large-scale revisions become necessary from time to time? A discussion of this 
question may be appropriate at this point. 


The National Income and Expenditure figures are always designated as 
“estimates”. The figures cannot be calculated with complete precision, 
although their accuracy can be improved with the passage of time and the 
availability of new information. Many of the annual figures, when they first 
appear, are based on incomplete information from sample surveys assembled 
for purposes of preparing quarterly estimates. Even under the best of 
circumstances, the annual figure when it first appears will be based on a 
preliminary annual survey. Subsequently, there will usually be a revised annual 
survey which results in changes to the figures. Still later there will be a Census 
count (decennial or quinquennial) which may reveal missing elements or other 
shortcomings in the annual surveys, entailing revisions to a 10- or 20-year run 
of data to bring the figures into line with the basic Census benchmarks. For 
example, the 1961 Census in the field of population, housing, the labour force 
and merchandising has led to major modifications in the estimates of 
residential construction outlays, personal expenditure on consumer goods and 
services, wages and salaries, and many other components of the Income and 
Expenditure estimates. Twenty years of data were affected by the 1961 
Census revision — the period between Census benchmarks 1951 to 1961, and 
the period after 1961 which is anchored to the basic 1961 Census benchmark. 
The 1966 Census had similar though less wide-ranging effects. 


Revisions to incorporate the results of periodic Censuses thus involve 
far-reaching changes in the estimates, covering a time span of many years. 
Moreover, because the Accounts constitute a highly integrated and interrelated 
system, a change in any one of the main aggregates touches off a chain of 
revisions throughout the entire system — in the quarterly accounts, in the 
deflation, in the sector tables, in the auxiliary tables, and in the seasonal 
adjustment program. Such revisions can be very inconvenient, for they require 
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users of the Accounts to carry through extensive changes in analytical 
worksheets and various applications of the data extending to the structure of 
models and computer programs. To keep this inconvenience to a minimum, 
serious attempts are made to incorporate and consolidate all changes in the 
Accounts at one time insofar as this is possible. 


The basic “‘once every ten year’ revision of the statistical estimates made 
necessary by the decennial Census provides an opportunity for incorporating 
other desirable changes in the Accounts system at the same time. There are 
several reasons apart from Census revisions why such changes are required. 
New sources of information outside the field of the Census may become 
available which permit significant improvements to be made in the quality of 
the estimates. This has happened in the case of wages and salaries, where 
tabulations from employers’ submissions of employees’ earnings (T.4 Forms) 
undertaken by the Department of National Revenue in connection with the 
administrative needs of the Canada Pension Plan have led to substantial 
revisions. Also, improvements in the estimates of corporation profits and 
depreciation have been made possible by new information to which access 
became available under the Corporation and Labour Unions Returns Act. 


Statistical revisions may also be required because improvements have been 
made in technique — in the method in which the primary data are assembled 
and combined to yield the estimates incorporated in the National Accounts. 
The introduction of a productivity and profit margin adjustment in the 
deflation of residential and non-residential construction constitutes a change in 
method which has substantially improved these series for measuring changes in 
the volume of output in the construction industry. 


The foregoing factors — basic Census information, new information from 
non-Census sources, or improvements in method — are the principal reasons 
for the statistical revisions in the national income and expenditure aggregates. 
Such statistical revisions account overwhelmingly for the numerical change in 
the figures, as Tables 2-2 and 2-3 indicate. But, apart from data revisions, there 
are other reasons why the National Income and Expenditure estimates may 
need to be modified at these periodic intervals. It becomes desirable from time 
to time to introduce new concepts or definitions into the Accounts, to modify 
or abandon others, or to change the treatment of particular items. Such 
definitional changes can emanate from a variety of sources: 


(a) improvements in the theory and design of National Income accounting 
systems; 


(b) institutional changes in the economy such as the introduction of national 
hospital schemes and national pension plans; 


(c) the need to strengthen the linkages between the National Income and 
Expenditure Accounts and other major systems of economic statistics; 


(d) practical working experience which suggests that the item in question 
would be more appropriately handled in a different way; 


(e) new sources of information which make it possible to translate a 
theoretically desirable concept into the appropriate statistical aggregate; 
and 


(f) the desire to accord more closely to international practice and standards 
in National Income accounting, especially as recommended by the United 
Nations. 
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Finally, in addition to definitional and statistical revisions, modifications 
to the structure of the Accounting framework may be required periodically, 
again to accord more closely to international standards, or to accommodate 
more readily the integration of National Income and Expenditure data with 
other major systems of National Accounting such as the financial flow 
estimates. All of these aspects of the revision program are discussed in later 
sections of the chapter. 


The program which has now been completed is the most comprehensive 
basic revision of the National Income and Expenditure Accounts since they 
began to be published 25 years ago. The need to build in 1961 Census 
information has provided the occasion for undertaking a major overhaul of the 
system to incorporate many desirable changes which have accumulated in 
various areas over the past decade. 


To sum up, the National Income and Expenditure figures are “‘estimates’’, 
subject to revision for a good many years following the period to which they 
actually refer. In the field of national income accounting, absolute numerical 
precision is never attainable even after all available data have been exploited. 
For these reasons, in using the Accounts, emphasis should not be placed on the 
exactitude or precision of the numbers, but rather on the underlying ~ 
configurations, patterns, and relationships which they reveal. It is in this 
broader sense that the data need to be interpreted. 


The Scope of the Revisions 


This section includes a number of broad summary tables showing the 
general scope of the revisions for the years 1950 to 1968. The year 1968 was 


TABLE 2-1. Gross National Product at Market Prices, 1950-68 


Old Series, Interim Series and Revised Series 


: Final revision 
Interim 


Old series : as per cent 
(1958 (1969 Interim Final of old 
Brown Green revision revision 1958 

Book)! Book) Brown Book 


series 


(1) (2) (3) (2- 1) (5) (4-1) 
millions of dollars 
L950t ORE. ee eee 18,006 17,955 485 5) 
1951 Bee tt eg 21,170 21,060 —110 470 I) 
9S Dee ae ee 23,995 24,042 47 593 ONS 
195 See. ee Ree A ae 25,020 25,327 307 813 3.0) 
1954" tue yp. ees 24,871 25,233 362 1,047 4.2 
1955 cece eee ae 27,132 27,895 163 1,396 5.1 
L956 AA eh ee cio Nase! 30,585 31,374 789 1,473 4.8 
1957 MRR Rte ee ee 31,909 32,907 998 1,604 5.0 
LOSON ET he eel See Eke 32,894 34,094 1,200 1,883 S7 
CES PMR CROCAR. Wee i ohne 34,915 36,266 1,351 1,931 5.5 
1960S Ate ree eee 36,287 37,775 1,488 2,072 5.7 
TOGL pee nee Aree ee 37,471 39,080 1,609 MANS 5.8 
NOG 2 ee ee eee Eat ae 42,353 TAS 2,352 5.8 
L96S ore ee eee: 45,465 2,041 2,554 5.9 
Ti Y.7- aie oe eee Sn RODS gee 49,783 6.1 
LOGS Stee ee ce eee oe 54,897 6.1 
TR. ERR ee, Re aie 61,421 6.4 
LOG] RR ee at, 65,608 6.9 
196 3ee ce Rees. 71,454 7.7 


1 Based on National Accounts, Income and Expenditure, 1926-1956 and series compatible with this document. 
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the last year for which National Income and Expenditure estimates were 
published on the old Brown Book basis. As can be seen in Table 2-1 (and Chart 
2-1), the revisions have been substantial, raising the level of Gross National 
Product (as measured on the old Brown Book basis) by an amount in the range 
of 5% to 8% in the late 1950’s and 1960’s. 


Tables 2-2 and 2-3 show, for the demonstration year 1961, how the 
revision to Gross National Product in that year (of $2,175 million) was made 
up of numerous revisions to component series on both the income and 
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expenditure sides of the Accounts. The largest statistical revisions, in absolute 
terms, have occurred in the two largest components of the Accounts, wages, 
salaries and supplementary labour income, and personal expenditure on 
consumer goods and services. A large statistical revision has also occurred in 
corporation profits before taxes. The bases of these and other statistical 
revisions are discussed later in this chapter. 


In addition to showing the component detail of the revisions for the year 
1961 by income and expenditure shares, Tables 2-2 and 2-3 also show how the 
total numerical change was made up of revisions due to definitional changes, 
and revisions due to statistical changes. Definitional changes include changes in 
concept, definition, and classificatory arrangements in the Accounts. 
Statistical changes are those which stem solely from changes in the basic 
statistics. These distinctions are relatively clear-cut, but there are cases where 
Statistical revisions have been made co-terminously with changes in definition 
or classification. In such cases, the statistical revisions are included with the 
category “definitional changes”’ in Tables 2-2 and 2-3. 


TABLE 2-2. Revisions to Gross National Product, 1961 


Income 
Old series Definitional changes? Now 
It (1958 Statistical ised 
a0 Brown changes revise 
Book)! Within GNP To GNP SUSE 
millions of dollars 
Wages, salaries, and supplementary labour in- 

COMEN ticks eo ere en eect ete eae 18,996 = - + 1,463 20,399 
Military pay and allowances ........... 550 60 - - 610 
Corporation profits before taxes ......... 3,427 ar 26 - ar Gils) 4,066 
Deduct: Dividends paid to non-residents ... . — 586 = - —- 36 — 622 
Interest, and miscellaneous investment income 2,670 — 1,091 — 342 + 47 1,284 
Accrued net income of farm operators from 

farm productions cmetwe esi cae sce a 1,008 — = — 182 826 
Net income of non-farm unincorporated busi- 

nessincluding rents’... 4). «bee aes cete o & 2,274 + 1,069 - = 82 3,261 
Inventory valuation adjustment ......... — 89 - ~ + 48 —- 41 
Net National Income at factor cost ....... 28,250 + 4 — 342 + 1,871 29,783 
Indirect taxes lessisubsidies’.). |. - alee) ere 4,696 + 34 —- ll + 119 4,838 
Capital consumption allowances and miscella- 

neous valuation adjustments .......... 4,540 - 38 + 614 — 233 4,883 
Residual error of estimate ............. = 15 - - + Si 142 
Gross National Product at market prices ... . 37,471 = + 261 + 1,914 39,646 


1Based on 1958 Brown Book National Accounts, Income and Expenditure, 1926-1956, and series compatible with this 
document. 
2 For detail underlying these summary figures, see the Appendix to this chapter. 
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TABLE 2-3. Revisions to Gross National Expenditure, 1961 


Expenditure 
Old series Definitional changes2 
(1958 Statistical sate ak 
Brown changes series 


Book)! | WithinGNE | To GNE 


millions of dollars 


Personal expenditure on consumer goods and 


SCIMMCRS ntact Cie esis ae ees hohe hale 24,466 — 653 - + 2,117 25,930 
Government current expenditure on goods and 

SCLVICCSSE ep Re ate eee fete Ron cd «ae icc) ane 7,236 = ope + 194 — 296 6,206 
Government gross fixed capital formation... . - + 1,674 = ~ 1,674 
Business gross fixed capital formation ...... 6,635 — 217 + 183 oe lit by) 6,718 
Value of physical change in government inven- 

LOTICS eerecuothieaevien sae y seuicewaasucwomciie,,'6 = F 8 - - 8 
Value of physical change in non-farm business 

ANVENCOLIOS Bonen elite Ry eeu ok cairo 439 - ~ + 719 518 
Value of physical change in farm inventories 

and grain in commercial channels ....... — 409 - - _ 1 — 410 
Exports of goods and services........... 7,631 = ,60 - nS 53 7,624 
Deduct: Imports of goods and services ..... — 8,542 eS Ns ct: 2 — 8,480 
Residualerror Ofiestimatersinus sacks (1 sre nas 15 == = = by 142 
Gross National Expenditure at market prices . . 37,471 - + 261 + 1,914 39,646 


1 Based on 1958 Brown Book National Accounts, Income and Expenditure, 1926-1956, and series compatible with this 


document. 
2 For detail underlying these summary figures, see the Appendix to this chapter. 


While it is not the objective of this report to undertake an analysis of the 
revisions in terms of what they imply by way of a re-assessment of past 
economic performance, it should be noted that they have involved 
significantly stronger rates of growth in almost all component series. Table 2-4 
sets out the rates of increase in the physical volume of output and in the main 
expenditure components in constant dollar terms at the two stages of the 
revision program. The bulk of the change in growth rates was caught in the 
interim revision published in 1969. Since that time, the effect of revisions on 
growth rates has been, in most cases, fairly marginal. 


TABLE 2-4. Growth Rates in Gross National Expenditure and Components 


Constant 1961 Dollars 


1950-61 1961-68 


Interim Old Interim 

series New series series New 
(1969 revised (1958 (1969 revised 
Green series Brown Green series 
Book) Book)! Book) 


average annual percentage change 


Personal expenditure on consumer goods and 
SCTMICES MMT ystc nce ence aie e cee cece eee 
Government current expenditure on goods 
Ati 'SETVICES Sake oi seh cloth. Nels. ele ie ere 
Gross fixed capital formation? ......... 
'Gowernmient “25 hott cei nea oo oe 
Business: ieee Seeds ois 2) bye shee: 
Residential construction.......... 
Non-residential construction ....... 
Machinery and equipment......... 
Exports of goods and services.......... 
Imports of goods and services..........- 
Gross National Expenditure at market prices 


w 
_ 


WERPREURNIWDA £ 
ten he 
ADNKLMBAIAIR © 
PRRENWWORD f 
UDRRDOHUmROW NV 
ABDOOWORAANR NH 
DANUNHPADWNCO 

SC NS SO Bah ONIN 
CADRINGCOCHK@®W bw 
NCO RANANA wn 
CHACCKHUARWN bo 
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1 Based on 1958 Brown Book National Accounts, Income and Expenditure, 1926-1956, and series compatible with 


this document. : : : 
2 Previous estimates of government capital spending have been added to the old series to make comparisons meaningful. 
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In spite of the substantial revisions which have occurred in the rates of 
growth of the main aggregates and their components, the income and 
expenditure shares of Gross National Product show a relatively high degree of 
stability as between the “‘old” and “new” series. Table 2-5 sets out the 
comparisons for three selected years. In two cases where major changes in 
classification have occurred, adjustments have been made to maintain the 
essential comparability of the series, as indicated in footnotes | and 2 of Table 
2-5. 


TABLE 2-5. Selected Income and Expenditure components 
as a Proportion of Gross National Product, 1950, 1961, 1968 


Old Old Old 


series New series New series New 
(1958 revised (1958 revised (1958 revised 
Brown series Brown series Brown series 
Book) Book) Book) 
te 
per cent of Gross National Product 
Selected income components: 
Wages, salaries and supplementary labour in- 

COME RAR tes ol Ae eee eee ee 47.9 48.7 50.7 51.5 52.3 53.0 
Corporation profits before taxes ......... 14.0 14.1 9.1 10.3 8.7 10.7 
Interest and miscellaneous investment income! 3.1 2.1 5.2 3.2 5.7 3.6 
Accrued net income of farm operators from 

farm production(iesa.). seeces) shes eee 73 7.0 2.7 2.1 2.7 1.8 
Net income of non-farm unincorporated busi- 

nessincluding rents. acme epeuscecy lei) ene 9.9 10.2 8.0 8.2 6.4 6.6 
Capital consumption allowances and miscella- 

neous valuation adjustments .......... 10.6 10.1 12.1 1azes) 10.8 11.4 

Selected expenditure components: 
Personal expenditure on consumer goods and 

SEIVICES a siis. 3 st oe gs ka sant aeuheys Seats AE 66.8 67.5 65.3 65.4 60.7 60.2 
Government current expenditure on goods and 

SELVICESE aus tens, sete aes ay Naa NE Or Re 9.8 10.4 15.2 15.7 15.4 17.5 
Gross fixed capital formation? .......... 21.9 20.9 21.8 21.2 23.3 21.7 

Govertimcnt a ae ae ee en 3.3 2.8 4.1 4.2 4.3 4.1 

Business (2, te tee eee ee ee 18.6 18.1 17.7 16.9 18.9 17.6 

Residential ce teenth mess see mon es ee 4.9 a2 aw a 4.2 4.5 
Plant and equipment3 ............ 13.7 12.9 13.8 12.4 14.7 13.1 


1 Qld estimates of rents have been deducted from the previously published series Rents, Interest and Miscellaneous 
Investment Income and have been added to previously published Net Income of Non-farm Unincorporated Business in order 
to bring the old series to a comparable basis with the new ones. 

2 Previous estimates of government capital spending have been added to the old series to make comparison meaningful. 

3 Non-residential construction plus machinery and equipment. 


Changes in Concept and Definition 


This section describes definitional changes in the Accounts — changes in 
concept, in definition, and in the classification of items which have been 
introduced in this new revised system of National Income and Expenditure 
Accounts. Statistical revisions, and alterations to the format or structure of the 


accounting framework considered as a set of “accounts”, are taken up in later 
sections of this chapter. 
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The changes reviewed here, broadly defined as ‘“‘definitional’’, reflect new 
developments since the 1958 Brown Book in social accounting, in statistical 
integration, in the general evolution of the Canadian system of National 
Accounts, and in the institutional arrangements of the economy. A particular 
effort has been made to eliminate differences between the Canadian Accounts 
and the United Nations System of National Accounts, except where distinctive 
institutional elements or fundamental differences in methods of data 
collection and presentation have made it inappropriate or impossible to do so. 
It will be clear from Tables 2-2 and 2-3 that these definitional changes have 
not been of a radical nature in terms of their overall impact on the Accounts. 
The broad conceptual and definitional framework as it was set out in the 1958 
Brown Book still provides the basic anatomy of the system. The modifications 
described here do not alter its fundamental features. 


The definitional changes which have been incorporated in the new 
National Income and Expenditure Accounts, arranged in approximate order of 
magnitude, are set out below. The quantitative effect of each of these changes 
on Gross National Product and Expenditure for the demonstration year19612 
is also given. The overall numerical effect of these changes, taken as a whole, is 
summarized in the Appendix to this chapter, in the sequence in which they 
are described in the text. The Appendix, in turn, provides the underlying detail 
for the consolidated figures given in Tables 2-2 and 2-3. 


Capital Formation 


Gross fixed capital formation is now defined to include both government 
fixed capital (excluding defence outlays) and all transfer costs on the sale and 
purchase of existing fixed assets. Capital formation in inventories has been 
extended to cover changes in surplus war assets and in the inventories of 
government commodity agencies. The imputed rent on government-owned 
buildings has been dropped. 


The treatment of government capital formation as part of the investment 
of a country conforms to recommended international practice and brings the 
measurement of investment and saving more closely into line with 
theoretically desirable concepts. Outlays for schools, hospitals, roads, 
harbours, airports and so forth add to the country’s stock of capital assets, and 
these assets yield economic services over many years, even although such 
services do not form a part of the transactions of the market economy. The 
growing relative importance of government capital formation has heightened 
the need for this change. All government expenditures on new buildings and 
equipment (with the exclusion of defence construction and military 
equipment outlays which remain a current expenditure) are covered by the 
new definition. 


The definition of capital has also been extended to include transfer costs 
in the form of commissions and fees on the sale or purchase of existing fixed 
assets by both business and government. These costs were previously 
considered as intermediate expenses not adding to the value of assets or to 


2 The year 1961 is used throughout this report as a “demonstration year” since it is 
not subject to further revision until the next major reference document is published some 
years from now. 


Sy? yy 


production and were treated as a negative entry in capital consumption 
allowances and miscellaneous valuation adjustments in order to offset the 
income generated by the transaction and recorded in factor incomes. The new 
treatment has several advantages: it eliminates one of the differences between 
the saving derived in the Income and Expenditure Accounts and the Financial 
Flow Accounts; it conforms to international practice; and it brings the 
definition of capital closer to business accounting practices upon which 
estimates of capital formation, capital consumption, and profits are based. 


The result of these first two changes on the Income and Expenditure 
tables is: 


(a) to lower government expenditure on goods and services (defined as 
government current expenditure on goods and services in the new series) 
by the amount of government fixed capital formation, and to raise total 
gross fixed capital formation by a corresponding amount. ($1,457 million 
in 1961);3 


(b) to raise capital consumption allowances and miscellaneous valuation 
adjustments on the income side of the Accounts (by eliminating the 
need for the negative entry) and to increase gross fixed capital - 
formation on the expenditure side ($341 million in 1961). 


The first change is entirely offsetting on the expenditure side of the 
Accounts and Gross National Product and Expenditure are not affected. The 
second change raises both the income and expenditure side of the Accounts 
and correspondingly increases Gross National Product and Expenditure. 


The new definition of capital formation has also been broadened to cover 
changes in government-held inventories. These were previously classified as 
government expenditure on goods and services. The result of this modification 
is to remove from government expenditure on goods and services (defined as 
government current expenditure on goods and services in the new series) the 
value of the physical change in government-held inventories, and to 
incorporate this with the series “‘value of physical change in inventories” ($8 
million in 1961). This change is entirely offsetting on the expenditure side and 
does not affect Gross National Product or Expenditure. 


Although it would be technically desirable to include in Gross National 
Product an estimate of the value of the services yielded by government 
capital, an overall imputed return to government capital has not been 
estimated and the imputed rent on government-owned buildings has been 
dropped. This decision was prompted by the difficulties involved in deriving a 
series for the large part of government capital which has no counterpart in 
the market place and was reinforced by a similar recommendation in the 
United Nations System of National Accounts. 


3 The total increase in government gross fixed capital formation shown in Table 2-3 is 
$1,674 million. This amount includes the adjustment for capital outlays of hospitals 
(+ $150 million), municipal waterworks (+ $74 million) and the Canadian Broadcasting 
Corporation (— $7 million), discussed in later sections and summarized in the Appendix to 
this chapter. 
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The effect of this decision is to reduce government expenditure on goods 
and services (defined as government current expenditure on goods and services 
in the new series) by the amount of imputed gross rent on government-owned 
buildings ($250 million in 1961). On the income side, the effect is to lower the 
estimates of miscellaneous investment income by the amount of the imputed 
rent on government-owned buildings ($150 million in 1961) and to lower 
capital consumption allowances by the amount of the estimated depreciation 
on government-owned buildings ($100 million in 1961). The change thus 
reduces both income and expenditure and lowers Gross National Product and 
Expenditure by $250 million in the year 1961. 


Capital Consumption Allowances 


Corresponding to the new treatment of government fixed capital outlays 
as a part of gross fixed capital formation, a parallel modification has beenmade 
to the definition of capital consumption allowances. These now include an 
estimate of depreciation on all government fixed assets. Previously, as noted 
above, a rather arbitrary estimate of depreciation on government buildings was 
prepared in connection with calculations of gross and net imputed rent on 
such buildings. With the development in the Bureau of capital stock estimates 
for government, it has now become possible to calculate depreciation on all 
government assets, on a replacement cost basis. This results in a sizable upward 
revision to the previous estimates of depreciation included in Gross National 
Product, raising capital consumption allowances on the income side of the 
Accounts, and government current expenditure on goods and services on the 
the expenditure side. Thus, the effect of this change in definition is to increase 
the level of Gross National Product and Expenditure. In 1961, the amount 
involved was $531 million. 


Public Hospitals4 


Public hospitals, including lay and religious hospitals mainly organized to 
meet local municipal needs, have been transferred from the personal to the 
government sector, beginning in 1961. In the old system of Accounts, public 
hospitals — defined as institutions not operating for profit and accepting all 
patients regardless of ability to pay — were treated as private non-profit 
institutions in the personal sector, irrespective of actual ownership. All final 
hospital expenditures in this category were regarded as outlays of “‘associations 
of individuals” and classified to personal expenditure on consumer goods and 
services. That portion of hospital expenses paid for by government on behalf 
of persons was shown as a current transfer\from the government to the 
personal sector (included in “‘grants to private non-commercial institutions’’). 
With the inception of hospital insurance, and particularly the universal 
application of the Hospital Insurance and Diagnostic Services Act in 1961, 
hospitals have increasingly come under the financial and operational control of 
government departments or agencies, with the purchase of hospital services 
mainly undertaken directly by government on behalf of individuals. As a 


4 The changes discussed here do not affect government-owned and operated special 
treatment hospitals such as mental hospitals, tuberculosis sanitaria, and veterans’ hospitals. 
These have always been classified to the government sector, as part of the activities of 
“general government”. 
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result, final expenditures on hospital services, from 1961 onward, have been 
shifted from personal expenditure on consumer goods and services to 
government current expenditure on goods and services in the main Gross 
National Expenditure table ($614 million in 1961). The capital formation of 
hospitals now appears as part of government gross fixed capital formation 
instead of business gross fixed capital formation in the Gross National 
Expenditure table ($150 million in 1961). These changes accord with the 
general principle that a purchase should be charged to the sector actually 
making the purchase. Since the changes are completely offsetting on the 
expenditure side, there is no effect on total Gross National Product or 
Expenditure. 


The level of Personal Income has been lowered by this change of 
treatment from 1961 onward, since there is no longer a transfer payment 
recorded from the government sector to the personal sector on account of 
hospitals ($713 million in 1961). At the same time, personal expenditures have 
been reduced by what was formerly classified as personal expenditure on 
hospital services ($614 million in 1961). The effect on net personal saving is 
small. In the government sector, the results are reversed, with higher 
government current expenditures on goods and services largely balanced by the 
elimination of grants to hospitals as non-profit institutions. The resultant small - 
change in government saving is offset by the change in the opposite direction 
in personal! saving and the overall level of national saving is not affected. 


It should be noted that some hospital expenses which are charged directly 
to patients or their agents, such as differential costs for preferred 
accommodation, continue to be treated as an item of personal expenditure on 
consumer goods and services. In addition, privately owned pee -oriented 
hospitals remain in the business sector. 


The introduction of this changed treatment at the year 1961 will cause 
some breaks in series; to assist the users, income and expenditure figures for 
hospitals are shown separately in the government supplementary tables (Tables 
43 to 52). 


Employer and Employee Contributions to Social Insurance and Public Service 
Pensions 


In the personal sector, employer and employee contributions to social 
insurance and public service pensions are now treated as a transfer payment 
(tax outlay) from persons to government, instead of as a deduction from 
Personal Income. The new treatment yields more appropriate estimates of 
Personal Income and conforms to international practice. Personal Disposable 
Income is unaffected, with Personal Income and transfers from persons to 
government (tax outlays) rising equally. The amount involved in 1961 is $673 
million. Gross National Product and Expenditure are not affected. 


Net Rental Income of Persons 


Net rental income of persons, formerly classified with interest and 
miscellaneous investment income, is now included with the net income of 
non-farm unincorporated business. This conforms to the treatment 
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recommended in the United Nations System of National Accounts, and 
consolidates all forms of income from non-farm unincorporated business 
activity in a single category. The amount involved in 1961 is $1,057 million. 
Since the changes are offsetting on the income side, Gross National Product 
and Expenditure are not affected. 


Government Investment Income 


In the government sector account, government investment income now 
includes, from 1949 onward, only the remitted profits of government business 
enterprises, instead of total profits.5 The remitted portion is treated as being 
analogous to the dividend distribution of corporate profits, with unremitted 
profits remaining in the saving of the corporate and government business 
enterprise sector. The treatment conforms to that recommended in the United 
Nations System of National Accounts. The unremitted portion in 1961 
amounted to $111 million. Gross National Product and Expenditure are not 
affected by these changes, but government sector saving is reduced by the 
unremitted portion and the saving of the corporate and government business 
enterprise sector is increased correspondingly. 


Government Income from Resource Royalties 


Government income from resource royalties has been redefined as 
investment income instead of indirect taxes, beginning with the year 1947. An 
examination of government revenue from royalties indicates that an 
overwhelming proportion of this income arises because of government 
ownership of property rather than by virtue of powers of taxation. The 
decision was taken to include all resource royalties, including a small amount 
of indirect taxes, in the miscellaneous investment income component, with a 
separation to be made later should the indirect tax portion become 
significantly larger. The amount involved in 1961 is $154 million. Since the 
changes are offsetting on the income side of the Accounts, Gross National 
Product and Expenditure are not affected. 


Profits of Provincial Liquor Control Boards 


Profits of provincial liquor control boards have been reclassified from 
government investment income to indirect taxes. Such profits are more closely 
akin to taxation than to income from commercial activities.6 The amount 
involved in 1961 is $188 million. Since the changes are offsetting on the 
income side of the Accounts, Gross National Product and Expenditure are not 
affected. 


5 It was possible to make the separation of remitted profits from total profits only 
from 1949 onward. 

6While the profits of provincial liquor control boards are now treated as indirect 
taxes, the factor incomes generated by the activities of the boards are regarded as 
originating in the corporate and government business enterprises sector, and are classified to 
retail trade in the industrial distribution of Gross Domestic. Product. 
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Scrap and Salvage Allowances on Used Machinery and Equipment including 
Commercial Vehicles and Ships 


Scrap and salvage allowances on used machinery and equipment sold by 
businesses in domestic or export markets (and recorded explicitly or implicitly 
in final expenditures) were formerly balanced, on the income side of the 
Accounts, by a positive entry under capital consumption allowances and 
miscellaneous valuation adjustments. This treatment had the effect of 
including in Gross National Product certain sales of used equipment which were 
in no way related to the measurement of current production. 


Under the new treatment, the entry under capital consumption 
allowances and miscellaneous valuation adjustments is eliminated, and a 
negative entry is recorded on the expenditure side under business gross fixed 
capital formation to reflect this dis-investment. The amount involved in 1961 
was $158 million. Gross National Product and Expenditure are 
correspondingly reduced. 


Withholding Taxes 


Withholding taxes are now treated as a transfer payment (tax outlay) from 
the non-resident sector to the government sector. 


Previously, interest and dividend payments to non-residents were 
included on the expenditure side of the Accounts as a component of “imports 
of goods and services” net of withholding taxes. They were included, on the 
income side, as a negative entry in miscellaneous investment income, but ona 
gross basis. Withholding taxes were then included as a positive component of 
investment income. This had the effect of treating withholding taxes as a 
return to Canadian factors of production. 


The new treatment of including withholding taxes with payments to 
non-residents (in imports of goods and services) accurately measures the factor 
incomes attributable to non-residents and eliminates the need for the plus 
entry in investment income which incorrectly assigned withholding taxes to 
Canadian factor incomes. The amount involved in 1961 is $116 million. The 
effect is to reduce both the income side (miscellaneous investment income) 
and the expenditure side (raising imports of goods and services, a negative 
entry) by the amount of withholding taxes. Gross National Product and 
Expenditure are reduced correspondingly. 


Other Transfers to and from Non-residents 


As noted, the new sector system makes provision for transfer payments in 
the non-residents sector accounts. In addition to an improved treatment of 
withholding taxes, this permits an improved treatment of various other items 
of a transfer payment nature which could not be handled in a satisfactory 
way in the old system of Accounts — principally government official 
contributions, pension payments and receipts, and other personal and 
institutional remittances to and from abroad. 


Ages 


In the former system of Accounts, official contributions? from 
government to non-residents, and pensions paid abroad were entered in Gross 
National Expenditure in two places: in government expenditure on goods and 
services (positive entry); and in imports of goods and services (negative entry). 
The two sets of transactions were offsetting and Gross National Expenditure 
was not affected. In principle, this practice meant that the transactions were 
being effectively defined as transfer payments. But there was no provision 
in the sector system for treating the transactions as transfer flows from the 
government sector to the non-resident sector. 


Under the new treatment, official contributions ($56 million in 1961) 
and pensions paid abroad ($21 million in 1961) are eliminated from the two 
components of the Gross National Expenditure in which they were formerly 
entered. Again, there is no effect on the Gross National Expenditure since the 
original entries were offsetting. However, the entries now appear in the sector 
accounts as current transfers from government to non-residents (Tables 17 and 
24). 


Under the old system of Accounts, personal and institutional remittances 
paid abroad were included in personal expenditure on consumer goods and 
services (positive entry) and in imports of goods and services (negative entry) 
in the Gross National Expenditure table. The entry in personal expenditure 
was made simply to provide an offset to the entry in imports of goods and 
services so that Gross National Product and Expenditure would not be 
influenced by current transfers taking place between the personal and 
non-resident sectors which were not associated in any way with the 
measurement of productive activity. In the same fashion, remittances received 
from abroad were deducted from personal expenditure’ to offset the positive 
entry in exports of goods and services in the Gross National Expenditure table. 


Under the new treatment, these transactions are eliminated and no entries 
are made to cover personal and institutional remittances to and from abroad in 
the main Gross National Expenditure table. The entries now appear only in the 
personal and non-resident sector tables as current transfers (Tables 12, 13, 24 
and 25). The amounts involved in 1961 were $99 million for remittances paid 
abroad, and $60 million for remittances received from abroad. Gross National 
Product and Expenditure are not affected by the change in treatment. 


All transactions relating to official contributions, pensions paid and 
received and remittances to and from abroad constitute a part of the 
reconciliation of the official current account Balance of Payments with the 
surplus or deficit position on transactions with non-residents as recorded in the 
Gross National Expenditure table. 


7 This discussion refers to the treatment of “official contributions” only from the 
year 1949 onwards. During the war and the early post-war period, official contributions 
included heavy shipments of government-financed goods under mutual aid, UNRRA, and 
military relief arrangements (National Accounts, Income and Expenditure, 1926-1956, 
Table 55, footnote 2). These items were given special treatment in the Accounts, as 
indicated in Chapter 6. 

8 In the old system, this adjustment should have included pensions received from 
abroad, but these were inadvertently omitted. 
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Bad Debts 


The amounts charged by businesses in respect of bad debts, net of 
recoveries, enter into the market prices of goods and services but were not 
included in factor incomes in the earlier system of Accounts. To achieve 
balance, bad debts were treated as a valuation adjustment on the income side 
and included as a positive entry in the item “capital consumption allowances 
and miscellaneous valuation adjustments’’. 


In the new system, three changes have been made to this treatment: 


(a) Bad debts owed by persons to corporations and written off in company 
books are shifted from miscellaneous valuation adjustments to 
corporation profits. The amount involved in 1961 was $26 million. Since 
the changes are offsetting on the income side, Gross National Product and 
Expenditure are not affected. 


(b) At the same time, in the sector accounts, bad debts owed by persons to 
corporations are treated as a transfer payment from the corporate and 
government business enterprise sector to the persons and unincorporated 
business sector. The effect of this change is to eliminate an element of 
over-statement in business saving. and to correct for an element of - 
under-statement in personal saving (Tables 12 and 21). 


(c) Bad debts owed by persons to unincorporated businesses and written off 
are also shifted from miscellaneous valuation adjustments to net income 
of non-farm unincorporated business. The amount involved in 1961 was 
$12 million. Gross National Product and Expenditure are not affected, 
nor are the savings figures affected since persons and unincorporated 
businesses are consolidated in a single sector in the sectoring system. 


The changes in treatment noted above are in conformity with the United 
Nations System of National Accounts. They also bring the figures of saving 
and investment in the National Income and Expenditure Accounts into closer 
agreement with the requirements of the Flow of Funds system. 


Interest on Consumer Debt 


No change has been made in the treatment of this item in the main 
GNP-GNE tables. In other words, only the “‘productive”’ or “‘service’’ portion 
of interest on consumer debt is included in National Income and GNP-GNE, 
and the non-productive portion continues to be treated as a transfer payment, 
as in the former system of Accounts (see discussion in Chapter 3). 


In the new system of Accounts, an explicit entry is made in the sector 
tables to show the non-productive portion of consumer debt as a current 
transfer from the personal sector to the corporate and government business 
enterprise sector (Tables 13 and 20). The amount involved in 1961 is $130 
million. There is no effect on Gross National Product or Expenditure. 


At the same time, under this new treatment, a corresponding adjustment 
is made to raise the outlays of interest, dividends, and miscellaneous 
investment income payments from the corporate sector to the personal sector. 
As a result, the new treatment, considered in all its aspects, has no effect on 
the levels of personal or business saving. 


ZA 
Municipal Waterworks 


Municipal waterworks have been reclassified from government business 
enterprises to general government. The change in classification is based partly 
on the fact that one of the criteria defining a government business enterprise — 
the freedom of the customer to purchase or not to purchase the service — is 
missing. Ordinarily, home owners are obliged to connect to the public system. 
Also, the rates charged are generally designed to cover operating expenses 
only, and not the cost of the capital installation. Finally, waterworks 
Operations are being increasingly regarded as a part of general municipal 
departmental administration, creating great difficulty in obtaining separate 
operating statistics. 


In the former system of Accounts, water charges (including both water 
rates and water frontage taxes) were treated as an item of personal expenditure 
on consumer goods and services. The balancing entries on the income side were 
wages and salaries and government investment income (the latter representing 
the operating surplus or deficit). 


In the new treatment, water frontage taxes are defined as indirect taxes. 
Wages and salaries and indirect taxes on the income side are balanced by 
entries in government current expenditure on goods and services, and personal 
expenditure on consumer goods and services. Water rates are included in 
personal expenditure, but deducted (as a refund against expenditure) from 
government current expenditure on goods and services. The overall effect is to 
reduce Gross National Product and Expenditure in 1961 by $17 million (see 
Appendix to this chapter). 


In line with the reclassification to general government, capital 
expenditures on waterworks are shifted from gross fixed capital formation of 
business to gross fixed capital formation of government. Gross National 
Expenditure is not affected by this shift. The amount involved in 1961 is $74 
million. 


Canadian Broadcasting Corporation 


The Canadian Broadcasting Corporation has been reclassified from 
general government to government business enterprises, from 1959 onward. 
When the Canadian Broadcasting Corporation was originally established, it was 
both a regulatory agency and a broadcasting agency. Because of its regulatory 
functions, its activities were assigned to general government. In November 
1958, the regulatory functions were assumed by the Board of Broadcast 
Governors, and subsequently by the Canadian Radio-Television Commission. 
With these developments, the CBC’s role became less that of a regulatory arm 
of government and more that of a government business enterprise with a 
substantial part of its earnings derived from the sale of comercial services. This 
change in function is now recognized. 


Previously, the incomes generated by the activities of the CBC on the 
income side were balanced on the expenditure side by government expenditure 
on goods and services. A deduction was made from government expenditure to 
adjust for sales (i.e., commercial revenues) made by the CBC which were 
implicitly included in personal expenditure on consumer goods and services. 
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Under the new treatment of the CBC as a government business enterprise, 
an entry is made in investment income to cover the operating profit or loss of 
the corporation, and grants from the government to the corporation are 
classified as subsidies. The net effect of the change in treatment is to reduce 
Gross National Product and Expenditure by some $70 million in 1961 (see 
Appendix to this chapter). 


In keeping with this change, capital expenditures of the CBC are shifted 
from capital formation of government to capital formation of business. Gross 
National Expenditure is not affected by this shift. The amount involved in 
1961 is $7 million. 


Investment Income of Trusteed Pension Plans 


Investment income of trusteed pension plans covering government 
employees has been reclassified to personal investment income. 


Previously the investment income of these plans was classified to 
government investment income, while that of trusteed plans for employees of 
businesses was classified to the investment income of persons. However, one 
of the attributes of trusteed pension plans is that the employer does not have © 
control over the disposition of the assets of the fund. For this reason, the 
classification change was introduced. All trusteed pension plans are now 
included in the personal sector. 


The changes are entirely offsetting within the category of interest and 
miscellaneous investment income, and Gross National Product and 
Expenditure are not affected. However, there is an effect on the sectoral 
distribution involving a shift of investment income from the government sector 
to the personal sector. Investment income of non-trusteed pension plans of 
government employees remains in the government sector. 


Employer Contributions to Pensions of Armed Forces 


Employer contributions to the pensions of armed forces personnel have 
been reclassified from wages, salaries and supplementary labour income to 
military pay and allowances. This corrects an anomaly which has existed in the 
Accounts for some years. In 1961, the amount involved was $60 million. Gross 
National Product and Expenditure are not affected. 


Statistical Revisions 


In Tables 2-2 and 2-3, the definitional changes which have been 
incorporated in the new system of Accounts are distinguished from those 
changes which have come about as a result of statistical revisions, for the 
demonstration year 196I. As the tables indicate, the statistical revisions 
account for around 90% of the total numerical change in the GNP-GNE 
estimates. The definitional changes are individually quite large, but 
understandably tend to be offsetting. In 1961, the statistical revisions resulted 
in an increase of $1.9 billion to Gross National Product, equal to about 5% of 
the previously published figure. 
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On the income side of the Accounts, the largest statistical revisions 
occurred in three components: wages, salaries and supplementary labour 
income; corporation profits before taxes; and capital consumption allowances. 
On the expenditure side, the total statistical revision to Gross National 
Expenditure was more than accounted for by the revision to personal 
expenditure on consumer goods and services. | 


Reference is made in the following section only to the major statistical 
changes in component series. In order to keep the narrative keyed to Tables 
2-2 and 2-3, all figures cited are for the year 1961. The year 1961 is used 
throughout this report as a “demonstration year’’ since it is not subject to 
further revision until the next major reference document is published some 
years from now. 


Wages, Salaries and Supplementary Labour Income 


Statistical revisions result in an increase of 7.7% or $1,463 million in the 
level of wages, salaries and supplementary labour income estimates for 1961 
(Table 2-2). These changes reflect the incorporation of benchmark data from 
the 1961 Population Census and other new sources of information. 


Apart from the 1961 Census, a major new source of information is the 
tabulation of wages and salaries from “T4’” forms submitted by employers 
with respect to employees’ earnings, undertaken by the Department of 
National Revenue in connection with the administration of the Canada 
Pension Plan. This new tabulation is very comprehensive and closely 
approximates the total of wages and salaries as required for National 
Accounting purposes. 


A comparison of this new material with the traditionally derived 
information has revealed considerable under-coverage in the data for items 
such as taxable allowances and executive salaries and bonuses. Adjustments 
have been made to existing estimates to take this into account, from 1961 
onward. 


Another major change in source data has been the use of recently 
developed employment aggregates based on surveys of both large and small 
establishments, combined with average weekly earnings of the larger 
establishments. These data have been used in the preparation of benchmarks 
for some industry groups, and also as projectors of annual data. 


Capital Consumption Allowances 


Ideally, estimates of consumption of fixed capital should take into 
account the cost of replacing the assets in the period for which the estimates 
are being made. This “replacement cost”? approach is widely recognized as 
being the relevant concept for estimating net capital formation. In fact, 
however, there are great practical difficulties involved in obtaining values 
which reflect the true “replacement cost”’ of maintaining capital intact — of 
valuing the actual wear and tear and obsolescence of physical assets in terms 
which reflect current replacement cost. Mainly for this reason, this 
“replacement cost” approach is not adopted in the Canadian Accounts in 
calculating capital consumption of business fixed assets. 
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Business accounting practice, in calculating net profits, typically employs 
an “original cost” concept of depreciation. This approach aims at maintaining 
the money value of original capital intact, allocating the original cost over the 
expected economic life of the asset. The estimate of net profit, based on 
original cost “book depreciation”, influences and guides much business 
decision-making. 


In the previously published Accounts, estimates of capital consumption 
allowances were based on tabulations of capital: cost allowances reported in 
income tax returns to the Department of National Revenue. For part of the 
post-war period, this was reasonably close to the “book depreciation” concept 
employed by businesses for calculating book profits. However, capital 
consumption allowances as reported for income tax purposes may be heavily 
affected by taxation legislation. Where this happens, the figures reported for 
income tax purpose can differ significantly from “book depreciation” based 
on a company’s records and accounting procedures. The liberalization of 
capital cost allowances in the 1960’s, which reflected changing government 
fiscal policies, did in fact result in very major differences between capital cost 
allowances as reported in income tax records and company “book 
depreciation” in that period. 


In the new system of Accounts, capital consumption allowances have - 
been revised to reflect “book depreciation”. The change to a “book 
depreciation” basis was made possible by the availability of tabulations from 
the Corporations and Labour Unions Returns Act Administration (CALURA) 
Division of Statistics Canada, which provided benchmark values for 1966, and 
by quarterly surveys of financial statements which provided the basis for the 
interpolation and projection of the estimates. The estimates have been revised 
back to 1951. Book depreciation and capital cost allowances were almost 
identical prior to 1951. 


The effect of this revision is to reduce capital consumption allowances for 
corporations, and to increase corporation net profits before taxes by an equal 
amount. In 1961, the downward adjustment to capital consumption 
allowances occasioned by this change was $207 million. 


Corporation Profits Before Taxes 


In percentage terms, corporation profits show the largest statistical 
revision among the major components of Gross National Product, an increase 
of $613 million or 17.8% over the “‘old”’ published figure for the year 1961. A 
considerable part of this increase, $207 million, is due to the previously noted 
downward revision in the capital consumption allowance estimate for 
corporations. (Corporation profits measured for Gross National Product are 
net of capital consumption allowances, and any change in the latter has an 
opposite effect on profits.) The remainder of the upward revision to profits, 
$406 million, reflects changes in data arising out of new information to which 
access became available under the Corporations and Labour Unions Returns 
Act. 


Personal Expenditure on Consumer Goods and Services 


The estimates of personal expenditure on consumer goods and services 
have undergone very major revisions since the old Brown Book series. Not only 
have there been statistical revisions and definitional changes which have 
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affected the total, but the whole internal structure of the personal expenditure 
estimates has been re-arranged. Three types of revisions have therefore been 
involved, as summarized in Table 2-6: 


(a) statistical revisions resulting from availability of new primary data, which 
have raised total personal expenditure on consumer goods and services by 
$2,117 million, or 8.7% in 1961 (Table 2-6); 


(b) definitional changes, which in 1961 have resulted in a shift of $653 
million out of personal expenditure and into other categories of Gross 
National Expenditure (these are discussed in the preceding section of this 
chapter); 


(c) re-arrangements of component detail within the structure of personal 
expenditure which has created a new sub-category for ‘‘semi-durable”’ 
goods and shifted many items out of categories formerly defined as 
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““durables’’, “‘non-durables”’ and “‘services’’. 


TABLE 2-6. Revisions to Components of Personal Expenditure on 
Consumer Goods and Services, 1961 


Old Interim 


series series New Final 
(1958 (1969 revised asi 
Brown Green series eve ODS 
Book) Book) 
(1) (2) (3) Aes 
millions of dollars 
DinrablessOodsverearm meme enact PSUS 3,083 3,365 + 649 
Semi-durable goods.......... - 2,892 3,698 + 3,698 
Non-durable goods .......... 12,178 9,805 9,220 — 2,958 
MotalisOOdS cacwewsn wen pone ene cc 14,894 15,780 16,283 + 1,389 
SCNnVICES A sus t ae  ekee oke e ne e 9,572 9,340 9,647 + 75 
Total personal expenditure on 
consumer goods and serv- 
ICOSSepovsekdiededeaye hehe 25,930 + 1,464 
Of which “definitional change” ba VEesi 


Total ‘‘statistical’’ revision . . 


1 Made up of the shift of outlays of public hospitals from personal expenditure to government 
expenditure ($614 million in 1961), and the net adjustment for personal and institutional remittances 
to and from abroad. 


In Table 2-6, the large revisions in the main categories of total 
personal expenditure on consumer goods and services reflect both statistical 
revisions and the re-grouping of component detail. For the most part, this 
latter type of change has resulted from the introduction of a new category for 
““semi-durables” and the elimination of many items from the non-durable 
goods group. However, there have also been changes in the classification of 
durables and of some services. A more complete discussion of the nature of 
the new classification system is given in Chapter 14, ““Notes on Auxiliary 
Tables’. The statistical estimates are set out in Table 53. 
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It should also be noted in Table 2-6 that the relatively small revision of 
$75 million shown for services under-states the actual size of the statistical 
revision which has occurred in this group. This is because the so-called 
“definitional”? changes to the total estimates of personal expenditure occurred 
entirely in the service group and the total revision to the service category of 
$75 million reflects this reduction of $653 million. In other words, the 
“non-definitional’’ revisions — mainly statistical revisions — amount to $728 
million for services. 


Turning to the statistical revisions for all personal expenditure on 
consumer goods and services (amounting to $2,117 million in 1961), the major 
source has been the availability of new data from the 1961 and 1966 Censuses 
of Merchandising. This has resulted in upward revisions to many categories of 
personal expenditure. In addition, information from periodic Family 
Expenditure Surveys has been used to good effect in re-working the estimates. 
New data on university expenditures and expenditures of welfare and religious 
institutions have also been incorporated in the revised estimates.? And finally, 
a number of new, relatively small elements of consumer spending previously 
not taken account of have been introduced into the estimates for the first 
time. 


Other Statistical Revisions in Current Dollar Estimates 


In general, the other statistical revisions in the current dollar estimates 
have resulted from the incorporation of new benchmarks, particularly the 
1961 and 1966 Censuses; the incorporation of new series which have become 
available since the last basic revision of the Accounts in 1958; and the 
introduction of improved methods of calculation for some series. In addition, 
the opportunity has been taken to correct minor errors and inconsistencies 
which have come to light over the years and which, to avoid statistical breaks, 
were postponed until this major revision. 


Changes in the Structure of the Accounting Framework 


A major new feature of the present report is a re-designed structure of the 
accounting framework. The statistical revision program has provided an 
opportunity for undertaking a basic review of the structure of the system. 


In re-designing the framework of the Accounts, an attempt has been 
made to accommodate several objectives: 


(a) to accord more closely to international practice and particularly to move 
closer to the presentation recommended in the United Nations System of 
National Accounts; 


9 Non-commercial institutions are treated as associations of individuals in the 
National Accounts and these expenditures are included with personal expenditure on 
consumer goods and services. 
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(b) to provide an income and expenditure account for each of the four main 
sectors of the economy: persons and unincorporated businesses; 
governments; corporate and government business enterprises; and 
non-residents. In the previous system of Accounts, no income and 
expenditure account existed for the corporate and government business 
enterprise sector; 


(c) to provide capital finance accounts (or saving and investment accounts) for 
each of the four main sectors of the economy and thereby to facilitate the 
linkage to the system of financial flow accounts. There were no capital 
finance accounts for sectors in the previous system of Accounts; 


(d) to provide, as a central part of the sector analysis, a consolidated Gross 
Domestic Product account within which both the sector accounts and 
industrial production statistics can be more readily accommodated; 


(e) to extend the information available in the system. 


The changes which have been made in the design of the Accounts do in 
fact move the system closer to that recommended by the United Nations. 
The introduction of an income and expenditure account for the corporate 
and government business enterprise sector now makes the presentation of 
the sector accounts symmetrical, as in the United Nations system. The 
creation of capital finance accounts for each sector to show saving-investment 
relationships is in line with the U.N. recommendations. And the greater 
emphasis now given to the concept of Gross Domestic Product in the 
Canadian Accounts accords more closely to the U.N. system where the entire 
structure of the Accounts is built around the concept of Gross Domestic 
Product. 


The creation of capital finance accounts for each sector flows naturally 
out of the sector system of income and expenditure accounts. In this system, 
the “saving” of each sector derived from its income and expenditure account is 
carried over to a “source and disposition of saving’ account. This latter 
account shows the source of the sector’s total saving, the use which is made of 
this saving to finance capital investment in fixed assets or inventories, and the 
net lending or borrowing in which the sector was involved depending upon 
whether its saving was surplus or inadequate to its needs. The net lending or 
borrowing position, in turn, provides the link to the Financial Flow system of 
statistics! and facilitates the integration, for analytical purposes, of this 
Financial Flow information with the National Income and Expenditure 
Accounts. The inter-connections between these two sets of economic statistics 
is described in greater detail in Chapter 12 ““The System of National Accounts: 
Linkages from Income and Expenditure Accounts to Other Parts of the 
System’’. 


The creation of a new Gross Domestic Product account as a central part 
of the statistical framework provides a main reference feature to which 
industrial data can be more readily reconciled than to Gross National Product 


10 Kinancial Flow Accounts, Catalogue 13-002, Statistics Canada. 
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(for example, the Gross Domestic Product by Industry data in Table 28), and 
within which the system of sector accounts can be fitted. The sector accounts 
can in fact be consolidated to yield the basic production account represented 
by Tables 8 and 9. Thus, there is now a closer structural link within the 
framework of the Accounts between industrial product statistics and the 
basic institutional information provided by the sector system. Again, this 
matter is discussed more fully in Chapter 12. 


Finally, these new features of the system, while fulfilling a variety of 
objectives, also extend the amount of information contained in the Accounts. 
The new income and expenditure account for the corporate and government 
business enterprise sector, the four new capital finance accounts, and the new 
consolidated production account are all examples of areas where additional 
information is now made available. In addition, as noted earlier, detail of the 
revenue and expenditure transactions of hospitals and the Canada and Quebec 
Pension Plans is now given in the government sector supplementary tables 
(Tables 43 to 52). In a number of the tables, the footnotes have been extended 
to provide additional information relevant to the needs of users. 


A Break in Continuity, 1946-47 


The initial ““Green Book” revision published in National Income and 
Expenditure Accounts, 1926-68 (August 1969) covered the entire span of 
years back to 1926 and incorporated conceptual and definitional changes, 
changes in the structure of the Accounts, and large-scale statistical revisions. 
This constituted a basic, major overhaul of the system. The second and “‘final’’ 
stage of the revision process dealt only with supplementary statistical revisions 
necessitated by the emergence of some new information (including the 1966 
Census) and was carried out only for the period 1947 to the present. Because 
these second-stage statistical revisions were not carried back into the earlier 
1926-46 period, there is a statistical break or discontinuity in the series 
between the years 1946 and 1947. The user should be aware of this fact. 


The decision to leave the 1926-46 series as published in the ‘‘Green 
Book” and to incorporate second-stage statistical information only for the 
period 1947 to the present was made in the interests of bringing the revision 
process (which had already involved several years of work) to an early 
conclusion. To have re-worked the series back to 1926 a second time would 
have involved a further substantial delay in publication, the deferral of work 
on up-dating the quarterly estimates for the current period, and continuing 
inconvenience to users of the Accounts. On balance, it seemed preferable to 
allow the record to stand with a break in continuity between the juncture 
years 1946 and 1947. 


The nature of this discontinuity and its relative size may be seen from an 
examination of Table 2-7. Virtually all of the discontinuity is concentrated in 
two series — wages, salaries and supplementary labour income, and personal 
expenditure on consumer goods and services. It is in these two series that the 
bulk of the second-stage revisions are to be found in the overlap year 1947 (see 
Table 2-7). 
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TABLE 2-7. Effect of Statistical Break on Gross National Product and 
Expenditure Series 


1926-46 | 1946-47 | 1947-68 


millions of dollars per cent 


Wages, salaries and supplementary labour 
income: 
“Green Book” revisions.......... 2,366 5,487 6,390 38,493 


Average annual percentage change... . 4.3 8.9 


Pen Cenucnance aarme cacion-ns) fictriei 16.5 


SMa alae CVISION GR MAECES Sc] etree even Ae ie 2,366 5,487 6,662 38,444 
Average annual percentage change... . 4.3 8.7 


PenmCenuichan fe mr c-anteae inane eet ca 21.4 


Personal expenditure on consumer goods 
and services: 


SGICeniB OOK mTeVISIONS ie) seek oie tel: 3,508 8,012 9,054 42,360 
Average annual percentage change... . 4.2 7.6 


Pericentichange serra ses) cae ee 13.0 


SSHinaly TeVvisiont seein eiekc so eee ee 3,508 8,012 9,362 43,704 


Average annual percentage change... . 4.2 7.6 


Rercentichan pe mucus gars ee deuce ee 16.8 


Gross National Product at market prices: 


“foreen' Book “revisions... {... 1... - 5,146 11,885 13,169 71,454 
Average annual percentage change. . . . 4.3 8.4 


Per.centichanve mene cp cn-ictone cncitrelt 10.8 


SFinal?“ revision -s.se.@ sii.. © eat oe 5,146 11,885 13,473 72,586 
Average annual percentage change. . . . 4.3 ; 8.3 


Pencent:change iracmcetariy cei at ei kein: 13.4 


APPENDIX TO CHAPTER 2 


Summary of Definitional Changes as described in the Text for the 
Demonstration Year 1961 


Definitional change 


millions of dollars 


Capital formation: 


1. Government current expenditure on goods and services .... . - = easy 
2. Government gross fixed capital formation ..............- + 1,457 
2. Business eross fixed capital formationiar. 40-0 = oe es + 341 
4. Capital consumption allowances and miscellaneous valuation 
AGJUSUMENE. oe: o9 nh ieec ee a eas oe ee eg eee ot ees ee + 341 
5. Government current expenditure on goods and services ..... . 8 
6. Value of physical change in government inventories ........ a. 8 
7. Government current expenditure on goods and services ... . . . = BV 
8. Interest and miscellaneous investment income ........... — $50 
9. Capital consumption allowances and miscellaneous valuation 
AGJUSUMIEN tie oc rae Sg ea ed - 100- 
Capital consumption allowances: 
10. Capital consumption allowances and miscellaneous valuation 
adyjustmien tie, bse She eel op Secte otn cee eae oa Weta ices Like + S31 
11. Government current expenditure on goods and services ...... + $31 
Public hospitals: 
12. Personal expenditure on consumer goods and services ....... =. (allt 
13. Government current expenditure on goods and services ...... + 614 
14. Business gross fixed capital formation .............-.. — 150 
15. Government gross fixed capital formation .............. + 150 
Employer and employee contributions to social insurance and 
public:service pension plans) .).02- 1: -eonens cme s-okere erate ea 
Net rental income of persons: 
16. Interest and miscellaneous investment income ........... ~— 1,057 
17. Net income of non-farm unincorporated business ......... a AUS) // 
Government investment income ..............--2---.- - 
Government income from resource royalties: 
18. Interest and miscellaneous investment income ........... + 154 
19: Indirecttaxes lessisulisidies; yo258a = eee ee kab oie ae hy — 154 
Profits of provincial liquor control boards: 
20. Interest and miscellancous investment income ........... = 188 
215 Indirect taxes less subsidies s Ih 9 ee oe. eee + 188 
Scrap and salvage allowances on used machinery and equipment: 
22. Capital consumption allowances and miscellaneous valuation 
AGjUSIMCN tity. 2 hee eee Othe ee: ey Ae eae ee =s158 
23. Business gross fixed capital formation .............-.. — 158 
Withholding taxes: 
24. Interest and miscellaneous investment income ..........- SS 


25.. Amports of gaod§ and services®) 2.0553... 09S. 1D eee (+)— 116 
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Summary of Definitional Changes as described in the Text for the 
Demonstration Year 1961 — Concluded 


Definitional change 


Within 
GNP 
or 
GNE 


GNP 
or 


millions of dollars 


Other transfers to and from non-residents: 


26. Government current expenditure on goods and services ..-.. . —77 
Dien ports Oss OOdS;anduselViCeS emer -Pen-a eel te aon pisteenot (-) -77 
28. Personal expenditure on consumer goods and services ....... —99 
2 MIM pOLtsioleoods:and services weearcmcr eee reece or eyiier rt (-) —99 
30. Personal expenditure on consumer goods and services ....... + 60 
Sle EXPOKtS Ol OOUStandiSchvi CCS aa an memati ae at amen -a tear — 60 
Bad debts: 
32. Capital consumption allowances and miscellaneous valuation ad- 
JUS EIN Cri LOM en eee te en Ce Wy Pn WME OWN SION oe RL ee cre —26 
33. Corporation profits before taxes ............2-2000-- + 26 
34. Capital consumption allowances and miscellaneous valuation ad- 
FUStMENtE Ere et any ee eh. Sowrch gee: Spe ee —12 
35. Net income of non-farm unincorporated business ......... av 119 
Interesioniconsumei deb taceasuea i ncecn on eac alone cee ice= (+) = = 
Municipal waterworks: 
36. Government current expenditure on goods and services ...... —17 
Bi Pee NCITe ClataXeStlessisuDSICICS means ens er eases + 55 
38. Interest and miscellaneous investment income ........... —72 
BOW DUSINESS PTOSSIXed Capital ormation seuss neeae went en ences: —74 
40. Government gross fixed capitalinformation............. +74 
Canadian Broadcasting Corporation: 
41. Government current expenditure on goods and services ...... —70 
42. Interest and miscellaneous investment income ........... — 4 
AS MmmN CITC tata KeSieSS*SUD SIC 1CS me mmm ior Mra tat ere ure (+) —66 
44> Business prossixed capital formation) pos. -weue aden Eras a) 2 OU 
45. Government gross fixed capitalformation ............. — 7 
Investment income of trusteed pension plans ............. = — 
Employer contributions to pensions of Armed Forces: 
46. Wages, salaries and supplementary labour income ......... —60 
72) Militaryipay. and allowances wernedo << 5 Bee oecs eel Ss ve aes + 60 


Note: Double sign (+) indicates increase in a negative entry; (—) indicates decrease in a 
negative entry. 
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Summary of Definitional Changes, GNP 1961 


Definitional change 


To 
GNP 
Wages, salaries and supplementary labour income. ... . . (line 46) 
Military pay and allowances 3.5 s 205) t-1 ener a (line 47) 
Corporation profits before taxes aren; ne een cn an eae (line 33) : 
Deduct: Dividends paid to non-residents.........-.. nil 
Interest and miscellaneous investment income........ (line 16) — 150 (line 8) 
= 116 (line 24) 
(line 18) =| 72 (line 38) 
(line 20) — 4 (line 42) 
— 342 
Accrued net income of farm operators. ........... nil 
Net income of non-farm unincorporated business. .... . (line 17) 
(line 35) 
Inventory valuation adjustment. ............... nil 
NetiNational-Income=+-se1s0l. ola seo ee ee — 342 
IndirectitaxesilessisubsidieS =) 2.2 cus ceils eens (line 19) — 66 (line 43) 
(line 21) + . (line 37) 
Capital consumption allowances and miscellaneous valua- 
tionvadjustment <n ee ns ns ay os eas (line 32) + 341 (line 4) 
(line 34) — 100 (line 9) 
+oost (line 10) 
= 158 (line 22) 
+ 614 
Residualierror ses 305 cle el eee ee ee eee nil 
Gross National Product at market prices........... 261 


Summary of Definitional Changes, GNE, 1961 


Definitional change 


Personal expenditure on consumer goods and services . . . (line 12) — 614 
(line 28) — 99 
(line 30) + 60 
— 653 
Government current expenditure on goods and services . . (line 1) — 1,457 — 250 (line 7) 
(line 5) - 8 + 531 (line 11) 
(line 13) + 614 - 17 (line 36) 
(line 26) = with = 10 (line 41) 
== pHs} + 194 
Government gross fixed capital formation.......... (line 2) + 1,457 
(line 15) am UBYY 
(line 40) LM ek 
(line 45) _ 7 
+ 1,674 
Business gross fixed capital formation ............ (line 14) — 150 + 341 (line 3) 
(line 39) - 74 — 158 (line 23) 
(line 44) + 7 
— 217 + 183 
Value of physical change in inventories ........... (line 6) Si 8 
Value of physical change in non-farm business inventories nil nil 
Value of physical change in farm inventories and GICC . . nil nil 
Exports.ofipoods andiservicesis wn ae ey eee oie (line 31) 
Imports;oljeoods and services\.1)-.oarne ie <1 nareree are (line 27) — 116 (line 25) 


(line 29) 


CHAPTER 3 


THE CONCEPTUAL FRAMEWORK OF THE NATIONAL INCOME AND EXPENDITUPE 


ACCOUNTS 


“The method of modern economic investigation is 
the same as the method of all science. Economics studies 
facts and seeks to arrange the facts in such ways as make it 
possible to draw conclusions from them. As always, it is 
the arrangement which is the delicate operation. Facts, 
arranged in the right way, speak for themselves; 
unarranged, they are dead as mutton.’”’! 


This chapter reviews the central concepts underlying the National 
income and Expenditure Accounts. It describes the general principles of 
classification which are used to translate these concepts into an operational set 
of statistics, and it provides a summary of definitions covering the main 
Statistical aggregates. Its aim is to give an overall view of the theoretical 
framework behind the Accounts. The themes of the chapter are therefore 
fairly broad, dealing with principles and fundamentals rather than with 
particularities and specifics. Later chapters of the report will elaborate on 
these basic ideas where they apply to particular areas of the system. The 
sources and methods involved in preparing the statistical estimates are not 
taken up in this chapter, but are described in Chapters 5, 6, 7 and 8. 


The conceptual framework of the Accounts has its origin in economic 
theory. The central concepts of production, the factors of production, income 
of the factors of production (national income), consumption, capital 
formation, and saving are basic and fundamental ideas in the literature of 
economics. The translation of these ideas into a system of economic statistics 
which can be used in an operational way to describe and explain the 
functioning of the economic system is the objective of national income 
accounting. 


In constructing a set of National Income and Expenditure Accounts to fit 
these central concepts, it is necessary to re-arrange, classify, compress and 
summarizethe multitudinous detail of transactions which make up the Nation’s 
economic life. Not only must millions of individual economic transactions be 
condensed and reduced to manageable summary terms, but these transactions 
must be sorted out and classified according to some logical system of 
arrangement in which economic activities of an essentially similar nature (from 
an economic point of view) are grouped according to their particular economic 
characteristics. Classification, which seeks to arrange observational data 
according to recognizable uniformities and common _ characteristics, is 
fundamental to the quantitative study of any phenomenon, whether in the 
social or physical sciences. It forms the essential basis of all scientific 
generalization. 


Throughout this report the reader will encounter terms relating to 
particular classes of economic activity (or particular types of economic 
transactions) such as: “personal expenditure on consumer goods and services’’, 


1 J.R. Hicks, A.G. Hart and J.W. Ford, The Social Framework of the American 
Economy, Oxford University Press, New York, 1955, p.5. 
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“sovernment current expenditure on goods and services”’, “gross fixed capital 
formation”, ‘“‘wages and_ salaries”, “‘corporation profits”, “investment 
income’, “net income of unincorporated businesses”, “‘transfer payments”, 
“subsidies”, ‘“‘direct taxes’, and “indirect taxes’’. Each of these terms can be 
uniquely defined according to a particular set of criteria which distinguishes 
this particular class of activity from other types of economic activity. All of 
these various forms of economic activity (or groups of transactions) are 
encompassed within a unified conceptual framework which is keyed to and 
built around the central concept of ‘““economic production”’. 


Economic Production 


At the heart of the system of Accounts is the concept of “economic 
production’’. Gross National Product and Gross National Expenditure (Tables 
1 and 2 of Vol. 1) are designed explicitly to measure the value of the Nation’s 
total production of goods and services. But, in arriving at this total, these 
tables also provide a statistical picture of the structure and functioning of the 
economy — of the composition and use of the Nation’s production, and of the 
various types of income which are generated in the course of producing it. 
Going a stage further, the broad income and expenditure estimates of Tables 1 . 
and 2 can be further broken down to show how the various sectors of the 
economy (the business sector, the personal sector, the government sector and 
the non-resident sector), interact in their transactions with one another to 
produce this output, as described in Chapters 4 to 8. In other words, beginning 
from the basic concept of production, it is possible to build up a major system 
of statistics which traces the flow of all income and expenditure transactions 
underlying the production and distribution of the Nation’s total output. 


What is included in the definition of “‘economic production”? As 
presented in the National Income and Expenditure Accounts, economic 
production is defined essentially to include the production of goods and 
services which are exchanged for money in the market economy.2 This is the 
general principle, but there are a number of exceptions to this rule: 


(a) illegal transactions are not included; 
(b) purchases and sales of used assets are not included; 


(c) some activities which result in the production of useful goods and services 
but which are not exchanged for money in the market economy are 
included, (with an “imputed” value given to them in the Accounts). 


Illegal Activities 


Illegal activities are excluded from the concept of “economic 
production” on the basis of a convention that the Gross National Product 
should include only the products that society recognizes as legitimate. But 
even if this convention were not accepted, it would be virtually impossible to 
trace illegal transactions in the statistical record. 


2 The market or “money-exchange” economy includes transactions of governments 
and non-profit institutions (the non-commercial sector of the economy) as well as the’ 
activities of the business enterprise sector (the commercial sector) operating for a profit. 
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Purchases and Sales of Used Assets 


Purchases and sales of used assets are also excluded from the 
measurement of current production. Such assets, for example, a ten-year-old 
house or a used car, have been counted as part of production in the year in 
which they were produced. To include them a second time in a later period 
would be to “‘double-count” them. However, fees and commissions earned in 
the course of providing the transfer service (the real estate dealer’s commission 
on the house and the “mark-up”’ on the used car) are included in the concept 
of production) as earnings received for productive services rendered. 


Imputations 


In a small number of cases the rule providing for the inclusion of only 
those goods and services which are exchanged for money in the market 
economy is relaxed, and an “imputation” is made to include certain types of 
non-market activity which results in the production of useful goods and 
services. In general, these “imputed” transactions apply only to situations 
where the non-market activity has a counterpart in or is closely similar to an 
activity in the market economy, and where there is thus a reasonably 
satisfactory basis for valuation. In the Canadian Accounts, five types of 
imputations are identified (see Table 55 of Volume 1): 


(a) an imputed rent on owner-occupied housing, on the basis that the 
Owner-occupier is the beneficiary of the services rendered by the building 
in the same way that a landlord would receive rent from a tenant for the 
services of the same building; 


(b) farm products consumed directly in farm households, on the basis that 
such production is a part of total farm output and that it is appropriate to 
count it as such irrespective of whether it is sold for cash or consumed in 
kind; 


(c) food provided to employees in lieu of wages, on the basis that this 
represents a payment for services rendered, and is a form of additional 
income to the factor of production “labour”; also, lodging in 
bunk-houses, ships and hotels furnished to employees in lieu of wages, 
following the same rationale;3 


(d) depreciation on government fixed assets, for which an explicit entry must 
now be made in both Gross National Product and Gross National 
Expenditure to accord with the new treatment of government capital 
outlays as gross fixed capital formation; 


(e) an imputation to include the value of services rendered by banks and 
other financial intermediaries for which they make no specific charge. 


3 Until 1966, food and clothing provided to members of the Armed Forces without 
charge was also treated as imputed income in lieu of paid wages. After 1966, food and 
clothing was no longer provided free of charge to the bulk of the forces except for uniforms 
provided upon enlistment. 


iy ee 


Imputations in the Accounts have the effect of helping to keep the 
measurement of production invariant to mere changes in institutional or 
organizational arrangements in the economy. For example, if no imputation 
were made for rents on owner-occupied housing and an increase occurred in 
the proportion of houses owned relative to rented accommodation, production 
would show a decline simply because of the change in the pattern of home 
ownership. In practice, the number of “imputations” made in the Accounts is 
carefully limited, and confined essentially to those areas where there is a 
clear-cut link to the market (or money-exchange) economy — for it is the 
transactions of the market economy that the Accounts are designed to 
measure. 


Households 


Thus, the value of housework is not included in the Accounts as part 
of the production of households. There is no direct link between such 
services and the money-exchange economy, and no satisfactory way of 
valuing such services on the basis of market-based criteria. The wages paid to 
domestic servants would clearly be inadequate as a basis of valuation. 
Similarly, much “do-it-yourself” activity of households in the form of 
chores is excluded from'the measurement of economic production.4 Produc- - 
tion originating in the household sector, as defined in these Accounts, 
consists basically of services rendered directly to households by the factor of 
production “labour” as reflected in direct payments for services performed 
(e.g., domestic services). The dominant rule is that production originating in 
households is based on transactions which are exchanged for money. 


Government 


Government activity is included within the boundary of production. Part 
of government activity is conducted by government business enterprises such 
as the Canadian National Railways, whose motivation and methods of 
operation are similar to those of commercial enterprises in the non-government 
business area. The production of government business enterprises is therefore 
measured in the same way as that of other types of business enterprises, as 
described later in this section. 


The non-commercial activities of governments— “general government” 
activities as recorded in the government sector (Tables 16-19 and 43-52) — are © 
also included within the boundary of production. Such production originating 
in “‘general government” consists of the services rendered by the government’s 
own employees. It is measured “‘at cost’”’ through the direct payments made by 
government to its own employees in the form of wages, salaries, and 
supplementary labour income, and military pay and allowances. Since the 
government sector does not operate on a commercial basis — i.e., it does not 
sell its services and set a price which is designed to cover costs and yield a 
profit — no “market price” exists for valuing its production. Such production 
can only be valued at the “cost’’ of the inputs involved in producing it. 


4 Apart from the difficulty of measuring such forms of household activity, the 
question also arises of where the line would be drawn if the scope of imputations were to be 
extended in the Accounts. Many forms of do-it-yourself activity could in principle be 
regarded as a form of economic production, e.g. self-administered shaves and owner-driven 
automobiles. Limiting the estimates substantially to the transactions of the 
money-exchange economy is the accepted practice in industrialized countries. 
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Business Enterprises 


The bulk of the nation’s output of goods and services is produced in the 
business sector — by corporations engaged in producing and selling goods and 
services for profit, by government business enterprises, by farm operators, and 
by various other types of unincorporated business enterprises including 
self-employed professionals. Over 80% of the total value of production was 
produced by the business enterprise sector in 1972. The measurement of 
business output thus dominates the estimates of economic production in these 
Accounts, and shapes the structure and design of the entire system. Because of 
its importance in each of these two respects, it may be useful to illustrate by 
example the principles underlying the treatment and measurement of business 
production in the National Income and Expenditure Accounts. 


There are in fact three basic approaches to the measurement of business 
production, each of which yields an identical total. These are usually denoted 
as the income approach, the expenditure approach, and the net value added 
approach. A simple set of figures will illustrate the matter. Assume an 
economy in which all output is produced by three firms. Each firm sells its 
production to another firm for further processing or fabrication, or disposes of 
it in final markets as sales to final users (Table 3-1). Thus Firm 1, a rubber 
manufacturer,imports raw rubber and processes it for sale to Firm 2, a tire 
manufacturer. The tire manufacturer sells a part of his output of tires in final 
markets (to consumers, governments, etc., who are the ultimate users of the 
product) and the balance to Firm 3, an automobile manufacturer, for assembly 
with the fully fabricated automobile. The automobile manufacturer in turn 
sells all of his production of automobiles (including the tires) to final users. In 
this example, each firm generates income only in the form of wages and 
salaries, and profits. For simplicity, it is assumed that there are no taxes, no 
depreciation, and no inventories. 


TABLE 3-1. Hypothetical Example of a Three-firm Economy 


Millions 


Millions 


Costs of production of Gross value of production of 
dollars dollars 
FIRM 1 (Rubber Manufacturer) 
Imports (rawrubber) ......... 35 Sales to Firm 2 (processed rub- 
Wasestandisalaniesge wen iim meine 60 IDET Sen ee eee es trike % eee cial crons 100 
PrOLitSteeee NE ee che en es ere 5) 
NO tal Men we cc aswceeeet ces taney ott 100 LOtal ewer tac teeeeehisiccouecometens 100 
FIRM 2 (Tire Manufacturer) 
Purchases from Firm 1 (processed Sales to final users (tires to con- 
LUDDER) ns vee cael Seca. Zee ee 100 sumers, governments, etc.) .. . 30 
Wabescandasalailcs mannii n- menu: 40 Sales Firm 3 (tires to automobile 
PrOLtSit. oo. Sash ccs we ee aL tes tats 10 TlaMULACTUICH) eas eee 120 
LOtalw cess hereto telecon eehee kpe 150 UO ses ch goeG on Gax 150 
FIRM 3 (Automobile Manufacturer) 
Purchases from Firm 2 (tires) .... . 120 Sales to final users (automobiles 
Wages'andisalaticsiie: 2 ism esnei oe 900 to consumers, governments, 
Profits wrt aoe kh ees tas) oer 80 ClC.) qe ai Ones cee caer. 1,100 


i Bay ee) Peachtree Pk aie 1,100 WoOtal:|.c Sheer woken cutee, etre 1,100 
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From the basic data presented in Table 3-1, it is possible to measure the 
unduplicated value of production produced by these three firms in three 
separate ways. The first is simply to sum all of the factor incomes (wages and 
salaries, and profits) generated by this productive activity — incomes 
representing the returns to the labour and capital employed. The results of this 
summation are shown in Table 3-2: 


TABLE 3-2. “Sum of Incomes” Approach 


Millions of dollars 


Firms: speek bob eae ek Re a ee Ee 60'S 30> 
ibn WL ou eC A Sons a: Senta Sto KeE Ss aces Soho Grote oes ance 40 +10— 50 
lia he he CEA eree com, Ole cy Sr eee oa. b 900+ 80= 980 


Total incomes earned in current production (total value of 


Paton ooo bo oA om boo OOS Oa aAD COO DOE 1,095 


A second approach is to sum all sales which these firms have made to 
final users — to consumers, to governments, to business on capital account, or 
in export markets. This approach also provides an unduplicated measure of the 
total value of production produced by these three firms. Imports, of course, 
have to be deducted from this summation (as in Table 3-3) since imports are 
implicitly included in these final sales and should not be counted as a part of 
Canadian production — they represent part of the production of a foreign 
country. Sales from one firm to another (intermediate production) are not 
counted since to do so would involve double counting, all intermediate 
production being embodied in final output sold to final users. (In this 
particular example, all output is assumed to be sold, and none accumulates in 
the form of unsold inventories.) It can be seen that this “‘sales to final users” 
approach (or “sum of expenditures’ approach) yields the same value of 
production as the “sum of incomes” approach. 


TABLE 3-3. “Sum of Sales to Final Users” Approach or 
“Sum of Expenditures by Final Users” 


Millions of dollars 


Bir: 1 Owens. Saneote esc ttt. Oks aes ce etal eke Sea ee ee - 
Fee nn 2 en ss ercay SORE 5 EN ee ee 30 
Farm yao. tee Sere Rea ees et ee ae 1,100 
SUD OCA Goes a oie ae hee yas alae ee ee 1,130 
DSSS DOS aacgh ay ota ai aan. ald Rew, ee Re = 35) 


Total sales of current Canadian production to final users . . | 1,095 
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Finally, the unduplicated value of production can be measured by taking 
the gross value of production of each firm and subtracting from this each 
firm’s costs of production in the form of its purchases from other firms 
(including imports), to yield the ‘‘net value added” to production by the firm. 
Again, it can be seen from Table 3-4 that this procedure yields the same 
value of “unduplicated production” as is achieved under the first two 
approaches. 


TABLE 3-4. “Sum of Net Values Added” Approach 


Gross value Purchases from Net value 
of other firms, added in 
production or imports production 

(1) (2) (3)(1 - 2) 
SUD TIt Sl ee acer eS ee Ae ee a Ree 100 35 65 
JPRS — Go pen, A ees oe ee We Nee ea eee 150 100 50 
ITS S eee ee Ada Se Oe a ss fartope wolserR eis ws 1,100 120 980 
SC Otal Seranteras 2 Woks peta ode os cull hese ck Bircers 1,350 255 1,095 


Essentially, in the system of Accounts described in this report, only the 
first two approaches to the measurement of production are used — the “sum 
of incomes” approach, to measure National Income and Gross National 
Product (Table 1 of Volume 1); and the ‘“‘sum of sales to final users” (or “sum 
of expenditures’’) approach, to measure Gross National Expenditure (Table 2 
of Volume 1). The third approach, the “‘sum of net values added”, is not a 
central feature of the National Income and Expenditure Accounts, but it is 
extensively used in other, related, systems of economic statistics where it is 
desired to measure output in individual industries and where the primary data 
consist of gross values of production and information on operating costs. 
The Index of Industrial Production and the Domestic Product by Industry 
data depend heavily on this particular approach. 


National and Domestic Product 


Before turning to a discussion of how the estimates are assembled using 
the two basic approaches described above, one further clarification of the 
boundary of production is needed. Residents of Canada may contribute to 
production in other countries by investing capital in those countries which 
earns them a return, or by working in those countries while remaining 
residents of Canada (e.g., Armed Forces and diplomatic missions stationed 
abroad). Similarly, non-residents may contribute to production arising within 
the geographic boundaries of Canada by investing capital in Canada which 
earns them a return, or by working in Canada while remaining residents of 
their own country (e.g., foreign diplomatic missions located in Canada). In the 
first instance, if the boundary of production is drawn to include all of the 
production of Canadian factors of production irrespective of what country the 
production originates in, the measurement is conventionallydenoted as the 
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“national product’. In the second instance, if the boundaries of production 
are confined to the geographic boundaries of Canada irrespective of whether 
the factors of production are Canadian or non-resident, the measurement is 
conventionally denoted as the “domestic product”’. 


In the present system of Accounts, both concepts are in use. The Gross 
National Product and Gross National Expenditure totals (Tables 1 and 2 of 
Volume 1) are designed to measure the “national product” — that is, the 
earnings of all Canadian factors of production regardless of where located. The 
Gross Domestic Product total (Tables 3, 8 and 9 of Volume 1) is designed to 
measure only that production originating within the geographic boundaries of 
Canada — the ‘“‘domestic product” — regardless of whether the factors of 
production are Canadian or non-resident. Thus, to move from national product 
to domestic product, one should in principle eliminate all earnings of Canadian 
factors of production originating in other countries from the national product 
and add back all earnings of non-resident factors of production arising out of 
activities in Canada. In practice, these adjustments can only be partially carried 
out, as is indicated in Table 3 of Volume 1 and described in a later section. 


In the above context, “residents” are taken to include both individuals 
and institutions such as government agencies, corporations and non-profit. 
institutions which are normally resident in Canada. Thus, tourists or 
commercial travellers travelling abroad are treated as normal residents, but 
citizens who usually live abroad are not. Members of diplomatic and consular 
staffs, official missions, and Armed: Forces abroad are considered residents of 
Canada, while such personnel stationed in Canada by other countries are 
considered residents of those countries. The term “Canadians” is used to mean 
residents of Canada in the above sense. 


National Income and Gross National Product 
(Table 1, Volume 1) 


The National Income and Gross National Product aggregates are 
constructed using the “sum of incomes” approach illustrated in the preceding 
section (Table 3-2). The National Income is made up of the sum of all incomes 
arising in productive activity, representing the earnings of the factors of 
production, land, labour, capital and entrepreneurship. Conceived more 
broadly, such factor incomes essentially represent earnings resulting from the 
employment and use of labour and capital. These earnings take a variety of 
forms — wages and salaries, constituting a form of employment income to the 
factor of production “‘labour’’; profits and investment income, constituting a 
form of property income for the use of the factor of production “capital”; and 
earnings of self-employed business enterprisers, constituting a combination of 
both labour and property incomes which are not distinguishable separately. 
Because there are both theoretical and statistical difficulties involved in clearly 
distinguishing between the various factors of production, the classification of 
factor incomes in these Accounts is based to a considerable extent on the form 
in which the information on factor earnings is available. 


5 For example, net income of farm operators from farm production can be viewed as 
a mixture of rent from the use of land, labour income from self-employment, property 
income from the use of buildings and machinery, and a return to entrepreneurship and 
risk-taking. All of these so-called “factor earnings” are consolidated in the one measurement 
in these Accounts. ) 
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It should be noted that factor incomes exclude all transfer payments — 
payments which are not in exchange for the services of a factor of production. 
Thus, income such as old age pensions, family allowances, and other types of 
welfare benefits for which no productive service is rendered, are excluded from 
the National Income. 


The following table sets out the components of the National Income (or 
the earnings of the factors of production) for the year 1961. 


TABLE 3-5. Net National Income at Factor Cost, 1961 


a 


Millions of dollars 

Wages, salaries, and supplementary labour income ............. 20,399 
Militanvepaveand allowances manga mear ener eee area mn 610 
COU NOIGON [aOUTUS WWEOMENENES Go ao dan absAcavocouoop abe 4,066 
DeductsDividendsipaiditomon-residentsie says) eee iene = 622 
Interest and miscellaneous investment income ............... 1,284 
Accrued net income of farm operators from farm production ...... 826 
Net income of non-farm unincorporated business including rent. ... . 3,261 
ENVeEntOnvavaludaviOnadjUStIN CUE ent men sine siete lwicntn sitet ii men onan — 41 

NetiNationaliincomeat factor cost =.) = secession ae 29,783 


The National Income — or Net National Income at Factor Cost, to use 
the complete terminology — provides one measure of the nation’s production 
of goods and services at a particular level of valuation. But this level of 
valuation, based on earnings of the factors of production (or “factor costs’’), 
does not include such non-factor costs of production as capital consumption 
costs (depreciation) and indirect taxes net of subsidies — costs which enter into 
the market price of goods and services. A more widely used and practically 
advantageous concept is the Gross National Product at Market Prices — a 
concept which brings the valuation of production up to the “market price”’ 
level by taking account of these additional non-factor costs — and which, by 
virtue of this fact, facilitates the task of tracing this production through the 
various market channels in which it is disposed (as is done in Table 2 of 
Volume 1, Gross National Expenditure at Market Prices). 


The Gross National Product is thus designed as a measure of the total 
value of production of goods and services of Canadian residents at market 
prices. While National Income is “net” in the sense that the earnings of the 
factors of production have been reduced by the costs incurred in the 
consumption of capital, Gross National Product is “‘gross”’ in the sense that the 
costs of consuming capital (capital consumption allowances) are added in as a 
part of the “‘market price” valuation of production. In addition, indirect taxes 
(less subsidies) which also represent a part of the market price of goods and 
services, and which are not a part of factor earnings, are included in the Gross 
National Product. 


S70 


TABLE 3-6. Gross National Product at Market Prices, 1961 


Millions of dollars 


NetiNationaliincomesatfactOL'COSt mina amon neo ene 29,783 


Indirect taxesiless subsidies o>. -acecuet ones cece aoe ae eens 4,838 
Capital consumption allowances and miscellaneous valuation adjust- 


TTIENIES cate Cie acs voecea lon eae, ake ok CRO et Mon ocr an Co eg omen 4,883 
Residualierror ofvestimaterg-natieeo ncn non nena nen en eens 442 
Gross National Product at market prices ................- 39,646 


The following discussion will deal in turn with each of the components of 
the Net National Income and Gross National Product as set out in Tables 3-5 
and 3-6. 


Wages, Salaries, and Supplementary Labour Income 


Wages and salaries cover all of the earnings from employment of Canadian, 
residents paid for work performed, including payments in kind such as free 
board and lodging. Also included are such payments as commissions, directors’ 
fees, tips and bonuses, and taxable allowances such as cost-of-living allowances 
and allowances in respect of holidays and sick leave. The~estimates do not 
include earnings from. self-employment or partnership, income from 
independent professional practice, income of farmers from farming operations, 
or military pay and allowances. Wages and salaries are estimated before tax 
deductions, and before contributions of employees to unemployment 
insurance, pensions, and other social insurance schemes. Bonuses, 
commissions, and retroactive wage increases are included in the period in 
which they are paid because of the statistical difficulties of allocating these 
items to the period in which they were earned. 


Supplementary labour income consists of other expenditures by 
employers on labour account that can be regarded as payment for employees’ 
services. Included here are employers’ contributions to pension funds, 
employee welfare funds, unemployment insurance, and workmen’s 
compensation. 


Military Pay and Allowances 


Payments to members of the Armed Forces in Canada and Overseas are 
treated as compensation for services rendered. Under this heading are included 
military pay, various types of allowances, and employer contributions to the 
Armed Forces pension fund. War service gratuities and all post-discharge 
re-establishment benefits are excluded and treated as transfer payments. Prior 
to 1966, the estimated value of food and clothing issued in kind is also 
included. Since 1966, the amounts involved have been small. 


= ok 
Corporation Profits Before Taxes 


The estimates of “profits before tax”’ used in the National Accounts are 
closely based on business accounting practice as reflected in business “book 
profits”. However, a number of adjustments are needed to convert data drawn 
from business accounting records to a basis compatible with National 
Accounts concepts and definitions. For the most part, these adjustments relate 
to the treatment of items which are charged as operating expenses by business 
but which are not regarded as a charge against production as measured by the 
National Income. Thus, depletion charges, which are treated as an operating 
expense on the books of business, are added back to net profits in these 
Accounts. Discoveries of new natural resources are not capitalized in the 
Accounts (i.e., they are not counted as a part of gross fixed capital formation) 
and the exhaustion of natural resources is not therefore regarded as a charge 
against National Income. Provincial mining and logging taxes, which are 
treated as an operating expense by business, are also added back to profits in 
these estimates (they are defined in the Accounts as direct taxes). Similarly, 
appropriations for losses of chartered banks are added back to profits and 
National Income since they are not considered a charge against current 
production. Bad debts owed by persons to corporations and written off on 
company books are treated in these Accounts as a transfer payment from 
corporations to persons. An adjustment is therefore made to add back to net 
profits the amounts applicable. Charitable contributions made by 
corporations, also deducted as an expense by business, are added back on the 
grounds that they are not a direct cost of production, but merely a 
distribution of earnings (a transfer payment). All capital gains or losses of 
corporations are excluded, since these have no counterpart in current 
productive activity. 


Mining development and exploration costs which involve the acquisition 
of durable tangible assets, and construction and drilling costs, are included in 
the Accounts as gross fixed capital formation. In some cases such costs are 
treated by business as current operating expenses, and where this occurs the 
amounts must be added back to profits in the Accounts. In other instances, 
costs such as geological and geophysical survey costs, which are not regarded as 
gross fixed capital formation in the Accounts, are chafged to capital account 
by business. In such cases, profits as reported by business must be reduced by 
these amounts before inclusion in the National Income. 


A variety of other adjustments are made to business book profits. All 
profit figures are adjusted from a fiscal to calendar year basis in these Ac- 
counts, insofar as this is possible. The profits of incorporated cooperatives are 
included as a part of corporation profits in these estimates. In addition, corpo- 
rate losses are deducted from estimated total profits in order to bring the 
figures to a “‘profits less losses” basis. It should be noted also that business 
accounting records include in book profits the dividends received from other 
Canadian corporations. An adjustment is therefore necessary to eliminate the 
double counting which this involves. 


Dividends paid to Non-residents 


Since the National Income is calculated on a “‘national”’ basis — that is, it 
includes the earnings of Canadian residents only — an adjustment must be 
made to eliminate from corporation profits the earnings of non-resident 
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factors of production. Dividends paid to non-residents are therefore deducted, 
as in Table 3-5. In principle, all earnings of non-residents — both distributed 
and undistributed earnings — should be eliminated from the National Income. 
In practice, because of statistical problems, only the distributed portion of 
profits (that is, dividends) is eliminated. The undistributed profits of 
corporations which accrue to foreign owners are thus included as a part of 
Canada’s National Income. 


Interest and Miscellaneous Investment Income 


This component of the National Income comprises the interest income of 
persons, and government investment income. These items are measured before 
deduction of direct taxes, and cover the earnings of Canadian residents only. 
The component also includes a major adjustment needed to eliminate from the 
National Income all interest on the public debt as well as the transfer portion 
of interest on consumer debt. 


Interest income of persons, includes the interest received by, or accruing 
to persons (defined to include individuals, private non-commercial institutions, 
estates, and trust funds); interest income of life insurance companies, fraternal - 
and mutual benefit societies and trusteed pension plans, accruing on behalf of 
persons; and small amounts of miscellaneous income. Interest paid to 
corporations and government business enterprises is automatically included in 
the profits of these institutions and is not counted here. Interest paid to 
government is included in government investment income. 


Interest income of persons is thus made up of the following items: 
Canadian bond and mortgage interest received by or accruing to persons; paid 
and imputed interest on deposits with chartered banks and similar financial 
institutions, received by or accruing to persons; investment income received 
on behalf of persons by life insurance companies, fraternal and mutual benefit 
societies and trusteed pension plans (all of which are treated as associations of 
individuals for this purpose); interest and dividends received by persons from 
non-residents; and some smaller categories of income, namely, royalties 
received by persons, the interest credited to persons from federal government 
annuities accounts, and the profits and interest of mutual non-life insurance 
companies. 


Government investment income includes the profits of government 
business enterprises, royalties, interest on government loans and advances, 
interest on publicly held funds such as government pension and social 
insurance funds, and imputed interest. Profits of government business 
enterprises consist of profits (less losses) of those government agencies which 
conduct their activities on an essentially commercial basis, setting a price for 
their services which is calculated to cover costs. Included here are profits of 
the Canadian National Railways and other crown corporations, and provincial 
and local public utilities such as hydro-electric systems, telephone systems, 


6 Some interest on the public debt and interest on consumer debt is included in 
corporation profits. The total interest on the public debt and the transfer portion.of 
interest on consumer debt are, however, subtracted from interest received by persons and 
governments. Corporation profits therefore include the amount of interest on the public 
debt and the transfer portion of interest on consumer debt received by corporations while 
the interest income of persons and governments is understated by this amount. 
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transit systems, and so forth. The profits of the federal Post Office 
Department are included here, its gross expenditures being offset against its 
gross revenues to arrive at an estimate of profits. Interest on government loans 
and advances includes interest on loans to government agencies, such as 
various public utilities, and interest on loans to foreign and domestic 
governments. 


Interest on the public debt is made up of two parts: that part which is 
paid to Canadian residents, which is regarded as a transfer payment rather than 
as a payment to a factor of production for a productive service, and which is 
therefore excluded from the National Income; and that part which is paid to 
non-residents, representing a claim by non-residents on the pool of goods and 
services produced domestically. 


In the first instance — public debt interest paid to Canadians — an explicit 
deduction is made in the interest and miscellaneous investment income 
component to exclude from the National Income that portion of the interest 
received by Canadian residents. As noted in the footnote on page 72, not all 
interest on the public debt received by Canadians accrues to persons and 
governments, but the full adjustment is nevertheless made in this component 
of the Accounts. If it were statistically possible to identify the amounts, 
corporation profits as well as the interest income of persons and governments 
would each be reduced by their relevant share of the debt interest received. 


There are two reasons for treating interest on the public debt paid to 
Canadians as a transfer payment and excluding it from National Income. The 
first is that the National Income should not vary simply because of changes in 
techniques of government financing. In other words, National Income should 
not rise simply because the government finances its operations through 
borrowing rather than taxation; and it should not fall, on the other hand, if a 
shift occurs in the other direction, from borrowing to taxation. It may be 
noted that this problem does not arise in the case of a business firm, where a 
change in the method of financing will not affect National Income because of 
offsetting adjustments in profits. Any resort to borrowing by business will 
cause the interest content of National Income to rise, but at the same time will 
bring about a corresponding reduction in profits, leaving the National Income 
unchanged. 


A second reason for treating interest on the public debt received by 
Canadians as a transfer payment is that all of this debt has been incurred to 
finance past government expenditure. A large part of this debt was not incurred 
for the acquisition of any productive asset currently in existence. In such 
circumstances, it is difficult to regard the interest arising on such debt as a 
payment for the production of currently produced goods and services. 


The portion of interest on the public debt which is paid to non-residents 
requires special treatment. Such interest payments represent a direct claim by 
non-residents on the pool of goods and services produced domestically. 
Accordingly, an explicit subtraction is made at this point to reduce the 
National Income — an adjustment which reflects the charge against domestic 
production which must be paid to non-residents. [his adjustment is balanced, 
on the expenditure side of the Accounts, by an entry under “‘Imports of goods 
and services’. 


Part of the interest on consumer debt is also treated as a transfer payment 
and is excluded from the National Income by an explicit deduction in the 
interest and miscellaneous investment income component. All consumer 
outlay is regarded as current consumption in these Accounts (except outlay on 
housing which is regarded as capital expenditure). Since consumer goods 
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(except housing) cannot give rise to investment income, it is necessary to 
exclude interest on the debt which finances such goods. The administrative 
expenses which are incurred in rendering services to borrowers are, however, 
included in personal expenditure and also in the Gross National Product. 


Accrued Net Income of Farm Operators from Farm Production’ 


The net income accruing to farm operators from farm production$§ 
includes the sales of farm products, plus the imputed value of farm output 
consumed by the farmer and his family, plus the value of the physical change 
in farm inventories, less farm operating expenses and capital consumption 
allowances on farm buildings and equipment. Farm production includes the 
sale of logs cut from forests on farm lots and income from fur farming. It 
excludes, however, other forms of income of farmers such as net rental or 
interest receipts and imputed net rent of owner-occupied houses. It also 
excludes transfer payments such as payments under the Prairie Farm Assistance 
Act since these are not in exchange for goods or services and are therefore 
excluded from National Income. Since the National Income attempts to 
measure earnings arising out of current production rather than cash receipts, 
the accrued earnings of farm operators arising out of the operations of the 
Canadian Wheat Board? are included as is the accrued income represented by - 
inventories held on the farm. 


Net Income of Non-farm Unincorporated Business including Rent7 


Net income of non-farm unincorporated business consists of the earnings 
of working proprietors from their own businesses. Such businesses are 
“unincorporated”’ as distinct from the corporate form of organization. The 
estimates cover a heterogeneous range of industries which includes 
unincorporated retail stores, unincorporated operators in construction and in 
transportation and communication, unincorporated manufacturing 
establishments, and many types of unincorporated service establishments. It 
also includes the net income of independent professional practitioners such as 
doctors, dentists, lawyers and engineers. 


7 Accrued net income of farm operators from farm production, and net income of 
non-farm unincorporated business, represent a mixture of labour income and investment 
income which cannot be segregated on anything but an arbitrary basis. To the extent that 
working proprietors supply their own labour, they earn wages and salaries; to the extent 
that they supply their own capital, they earn profits, interest and rents. These elements are 
inextricably mixed in the estimates of the net income field. 

8 Excluded from this item are a small number of incorporated companies since their 
profits are included in the item corporation profits. 

9 The Canadian Co-operative Wheat Producers Limited was established in 1924 as the 
central selling agency for the Alberta, Manitoba, and Saskatchewan Wheat Pools. It was 
replaced in 1935 by the Canadian Wheat Board. A difficult problem arises in valuing grain 
output at market prices during the period in which it is produced since all sales are made by 
the Canadian Wheat Board, and the final price of the wheat sold cannot be precisely 
determined until well after the accounting period represented by the production year. The 
methods used in arriving at the accrued earnings of farm operators arising out of the 
operations of the Canadian Wheat Board, described in Chapter 5, come as close as is 
statistically possible to arrive at accrued income which corresponds to production of the 
current period. In recent years the federal government has made payments to the Canadian 
Wheat Board to cover the storage costs on temporary wheat reserves. These payments are 
treated in the National Accounts as a federal government subsidy. 
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Net rental income of persons acting in a landlord capacity is included in 
these estimates. Such rental incomecovers net rents (either paid or imputed) 
received from the ownership of residential property, and also net paid rents 
from the ownership of non-residential property. In each case, the net rent 
received by persons is equivalent to gross rents received less landlord expenses 
such as heating costs, property taxes, capital consumption allowances, mortgage 
interest, insurance, and repairs. As was indicated in Chapter 2, the inclusion of 
net rental income of persons in this component of the National Income 
consolidates all forms of income from non-farm unincorporated business 
activity in a single category. 


Inventory Valuation Adjustment 


As has been indicated, production in the National Income and 
Expenditure Accounts is measured at the current market prices of the period 
in question. This means that net investment (or disinvestment) in inventories — 
represented by the change in inventories from one period to the next — should 
be valued at the average prices of the period in question. However, the 
principles of inventory valuation used in business accounting are usually quite 
different from those required for the Accounts. In periods of rising prices, 
changes in recorded business inventory book values will frequently include an 
element of capital gain which simply reflects the fact that beginning-of-period 
inventories and withdrawals have been recorded at original cost, while 
purchases andend-of-period inventories are recorded at a higher price. In other 
words, the recorded money value of the “book change”’ in inventories will 
have increased by more than the physical change in inventories valued at 
current (or replacement cost) prices. . 


In these circumstances, corporation profits and net incomes of non-farm 
unincorporated businesses! included in National Income will contain an 
element of capital gain (stock appreciation) which is not related to the 
measurement of current production, and which is not consistent with the way 
in which other flows and transactions in the National Accounts system are 
valued. The inventory valuation adjustment is thus designed to remove from 
the National Income any such capital gains (or losses)!!1 resulting from the 
inventory accounting procedures of business firms where no distinction is 
made for profits arising from the turnover of goods at higher prices.! 2 


The method of carrying out the inventory valuation adjustment is 
described in detail in Chapter 7. The adjustment represents the difference 
between the “‘change in book values” as recorded on the books of business 


10 Accrued net income of farm operators from farm production does not contain this 
element of capital gain since the estimates are not based on “book values” but rather on a 
direct calculation of the “‘value of physical change”’ in farm-held inventories. 

11 Throughout most of the post-war period, the inventory valuation adjustment has 
been negative — that is, it has reflected the fact that for most of this period, rising prices 
have resulted in inventory gains and a negative adjustment is needed to eliminate such gains 
from the National Income. However, in periods of declining price, inventory losses may also 
occur. Analagous procedures are followed to eliminate such losses from the National 
Income, involving a positive valuation adjustment to the figures. 

12 Thus, in Table 3-7, withdrawals of inventories (or inventories used up) are charged 
to operating expense at the average replacement cost price prevailing during the period, of 
$5.50 per unit, rather than at the original cost of $4.00. 
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firms, and the “value of the physical change’’, valued at the prices prevailing in 


the current period. The following example is illustrative of the principle 
involved: 


TABLE 3-7. Business Inventory Account 


Withdrawals at Original Cost, Purchases at Current Price! 


Bete Value 
of units 
Beginning-of-period inventories 400 
Withdrawals: foteevscisue one tre) aa eee — 300 
PULCHASESi cen nen cae, chert ame ote. mos 4 100 
450 
Sub-total purchases ........... 550 
End-of-period inventories ......... 650 
i) Changeini book; valucjofinventoriesiover petiodige ieee) aaa ene e250) 
Zea Change Mmm Demomunits hel dsOver) PeliO Case item amen are i cee a ph 
3. Value of the physical change (25 units valued at the average (weighted) current 
pricemprevatline during pemodsofsjoss Oper UN1e) maaan nee een eee +) 1357-50 
4. Inventory valuation adjustment required to eliminate capital gain from 
nationalancome: (line ll minusilines3 au eae ee ey ee. eee 112.502 


1 Approximates the first-in, first-out (FIFO) method of inventory accounting. 
2 This amount should be deducted from the National Income, as a negative adjustment. 


Indirect Taxes 


Indirect taxes represent a part of the market price of goods and services 
which is not received by factors of production. They are, therefore, not 
included in the National Income, but must be added to factor costs to arrive at 
total costs entering into market prices. Business accounting procedures provide 
a guide as to whether a tax is to be regarded as direct or indirect. Thus, all 
taxes which represent a business cost and which are likely to be partly or fully 
reflected in final or market prices paid by the purchaser, — such as sales and 
excise taxes, import duties, and property taxes — are taken as indirect. Such 
taxes make up a part of the producers’ costs but they do not form a part of 
the income of the factors of production. In effect, they are taxes on 
expenditure, not on income. Taxes which are levied directly on the net 
incomes of the factors of production, whether of individuals or corporations, 
are regarded as direct taxes.13 


13 Motor vehicle taxes and other similar taxes are indirect when levied on a business 
since they are a business cost but are direct taxes when levied on a person since they are 
paid out of personal income. 
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The separation of taxes according to actual incidence — according to who 
bears the ultimate burden, the producer or the purchaser — is not used as a 
principle of organization in these Accounts. It is not possible to make this 
separation on the basis of present knowledge. There is evidence to suggest that 
direct taxes on incomes are sometimes shifted forward into market prices, and 
alternately, that indirect taxes (or producers’ costs) may sometimes be 
absorbed and borne by the producer through a reduction in his net income. 
The classification of taxes according to the source from which they are levied, 
as in these Accounts, does not rest on assumptions regarding ultimate 
incidence but is based solely on considerations of where the taxes apply in the 
first instance. 


Subsidies 


Subsidies represent amounts contributed by governments toward current 
costs of production. For this reason, they must be deducted from factor costs 
to arrive at Gross National Product at market prices. The larger part of the 
subsidy figure consists of federal production and consumption subsidies. There 
are a variety of purposes — some of them inter-related — behind the payment 
of subsidies. Producer subsidies are usually made to encourage certain types of 
economic production (Emergency Gold Mines Assistance), to assist producers 
in areas of special difficulty (railway subsidies under National Transportation 
Act), to protect the producer against a decline in the price of his product 
(Canadian Dairy Commission Payments), or to support activities which are 
regarded as socially desirable (broadcasting activities of the Canadian 
Broadcasting Corporation). Consumer subsidies are usually paid in order that 
the consumer may benefit from lower prices, as in the case of many of the 
subsidies paid on agricultural products during World War II. 


Capital Consumption Allowances and Miscellaneous Valuation Adjustments 


Economic production involves the using up of productive assets — the 
“consumption” of capital through the depreciation, wear, tear, and 
obsolescence associated with the processes of economic production. Since 
productive assets in the form of capital goods such as machinery and 
equipment and buildings are for the most part highly durable products, this 
“using up” of productive assets, or loss in value, is a gradual process, occurring 
over periods of time often covering many years. Businesses therefore 
customarily charge to each year’s operating expenses a “depreciation charge”’ 
or “capital consumption cost” designed to cover the cost of the wearing out of 
capital assets which has occurred during the accounting period in question. 
Thus, depreciation, or capital consumption charges, represent business costs 
which are implicitly included in the market price of goods and services sold to 
final users. 


A brief example will illustrate the point. A shoe manufacturer purchases a 
shoe-making machine for $9,000. The value of the machine enters into 
business gross fixed capital formation (a part of Gross National Expenditure) 
as investment in capital assets in the year in which it is purchased. If the life of 
the machine is expected to be 10 years, the manufacturer may write it off in 
equal amounts over a 10-year period (“straight line” depreciation), charging 
$900 each year to current operating expenses to allow for the depreciation on 
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the machine. The selling value of the shoes sold by the manufacturer will then 
include $900 each year for 10 years, to cover the “using up” or capital 
consumption of this asset which is charged to the purchaser of the shoes. Over 
the full 10-year period, personal expenditure on consumer goods will therefore 
include $9,000, representing the full cost of the machine. In effect, the 
original-cost value of the machine has become embodied in the value of all of 
the shoes produced over the 10-year period. At the end of 10 years, the full 
cost of the machine has been depreciated and charged to operating expense. 


In these Accounts, there are three major types of productive assets for 
which depreciation charges are calculated — business plant and equipment, 
housing, and government fixed assets. Depreciation on business plant and 
equipment investment is quantitatively the most important of the three sets of 
estimates. It should be noted that the depreciation charges in these Accounts 
relate to the total stock of these productive assets, not simply to the annual 
gross additions to the stock. The year-to-year gross change in the stock of 
productive assets, valued at current market prices, is shown in the Gross 
National Expenditure under “‘Gross Fixed Capital Formation”’.14 


In addition to estimates of capital consumption covering these three 
types of productive assets, some miscellaneous valuation adjustments are 
included with this category of Gross National Product. These are described in a 
following section. The section immediately below deals with some special 
features and problems of the depreciation or capital consumption cost 
estimates. 


Depreciation or Capital Consumption Costs 


Depreciation, or the gradual wearing out by use and obsolescence of the 
nation’s fixed capital assets, cannot be measured directly since it is not 
represented by any actual transaction. In providing for depreciation, 
businessmen must usually make assumptions about the expected life of the 
asset in normal operation, as well as the degree of obsolescence which it is 
likely to undergo as a result of technical change. The estimates of depreciation 
taking into account these considerations are typically based on the 
original-cost value of the asset. That is, they provide for the recovery and 
setting aside of the original money value of the asset over the period of time in 
which the asset is gradually written off. 


As has been indicated in Chapter 2, it would be desirable for certain 
purposes in the National Income and Expenditure Accounts, to show 
depreciation on a “replacement cost” basis which would reflect, year by year, 
the “replacement cost” of maintaining capital intact. For, in periods of rising 
prices, “book depreciation” based on original cost is likely to significantly 
under-state the actual cost of maintaining capital, and to over-state business 
profits or net incomes. In addition, for some types of economic analysis, it 


14 Thus, the annual figures of “business gross fixed capital formation in 
non-residential construction and in machinery and equipment” represent the annual gross 
additions to the stock of business fixed capital (plant and equipment) valued at current 
market prices; “business gross fixed capital formation in residential construction” represent 
the annual gross additions to the stock of housing; and “government gross fixed capital 
formation” represent the annual gross additions to the stock of government fixed capital 
assets — all valued at current market prices. 
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would be useful to have estimates of net fixed capital formation — that is, of 
the net additions to the nation’s stock of capital which are made each year 
after providing for depreciation on a replacement cost basis. Such estimates are 
not possible where the “gross fixed capital formation” figures are presented 
on a current market price basis of valuation, and the capital consumption or 
depreciation estimates are based on original cost, as is the case with the 
estimates of depreciation on business plant and equipment. 


It should be noted that the estimates of depreciation on housing, in the 
agriculture industry, and on government capital assets presented in these 
Accounts are in fact based on replacement cost, not original cost. In these 
three areas, book-keeping records are not ordinarily available, the estimates are 
largely “imputations”’, and the statistician must perforce resort to a variety of 
estimating techniques. Quantitatively the estimates here are much less 
important than those in the business plant and equipment area. 


The fact that the estimates of depreciation on business plant and 
equipment continue to be based on the original-cost basis of valuation is not 
without its advantages. These estimates of depreciation are firmly anchored to 
business accounting records, and the corresponding figures of corporate profits 
shown in the Accounts are closely analogous to business “book profits” which 
influence and guide much business decision-making. If one were to show 
business depreciation figures on a replacement cost basis (a procedure which 
would involve certain judgements and arbitrary conventions), measured 
corporation profits for these Accounts would differ significantly from the 
figures given here. The National Income would be lower (because replacement 
cost depreciation would be higher than original cost depreciation, with profits 
correspondingly reduced), but the Gross National Product would be 
unaffected.1!5 


As was noted earlier, charges for the depletion of exhaustible natural 
resources are not included in the consumption of fixed capital in the 
Accounts, even although they are charged by business as operating costs. The 
discovery of such natural resources is not regarded as gross fixed capital 
formation. 


The definition of gross fixed capital formation for the National Accounts 
is framed in terms of the tangibility and durability of the goods in question. 
Certain durable items such as furniture, office equipment, tools, and so forth 
are sometimes not capitalized by business but are charged as a current 
operating expense. In order to include all of these durable equipment items in 
capital formation in the National Accounts, these capital outlays charged to 
current expense are included in business gross fixed capital formation and 
therefore in Gross National Expenditure. To balance the Accounts on the 
income side, this capital outlay charged to current expense is included in 
capital consumption allowances in the Gross National Product. In other words, 
the assumption is made that these items are all used up in the year in which 
they are purchased. 


15 Gross National Product would not be affected by a change in the method of 
calculating depreciation allowances of business enterprises. Any change in the depreciation 
estimates would be exactly offset by a corresponding change in the opposite direction in 
corporation profits and net incomes. 
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One final point needs to be made in connection with the estimates of 
depreciation and the treatment of gross fixed capital formation in these 
Accounts. This relates to the fact that there is an element of “double 
counting” in the Gross National Product. Capital goods are included in Gross 
National Product both in the year in which they were originally produced, and 
also in the years in which their services have become embodied, through 
depreciation allowances, in the output of goods and services. Thus, if the value 
of Gross National Product is cumulated over a sufficient number of years, it 
will be apparent that the value of capital goods will have been counted 
approximately twice in the figures. This element of double counting does not, 
of course, occur in the National Income. 


Miscellaneous Valuation Adjustments 


Included under this category of Gross National Product are two 
adjustments which are related to the need to bring information based on 
business accounting records into conformity with the definitions employed in 
the National Income and Expenditure Accounts, or to maintain balance 
between the income and expenditure side of the Accounts. The first of these 
adjustments concerns non-capital outlays charged to capital account by 
business. In some instances, non-tangible items such as brokerage fees on the ~ 
purchase and sale of stocks and bonds are capitalized by business. In keeping 
with the tangibility criterion used in the Accounts, such items are excluded 
from gross fixed capital formation on the expenditure side. In order to keep 
the Accounts in balance, however, a negative adjustment must be made on the 
income side to offset the over-statement of business net income inherent in the 
figures. This negative adjustment, in the form of a “capital valuation adjust- 
ment’’, is made at this point. 


The second adjustment relates to the claim portion of business and 
residential insurance paid out to compensate for fire and other types of losses. 
These are treated in the Accounts as a form of capital consumption, and an 
explicit entry is made to account for them. Such an entry is required to keep 
the Accounts in balance. Insurance premiums paid by business (an operating 
expense) enter into the market value of goods and services on the expenditure 
side. The full amount of the premiums must therefore be matched on the 
income side, to keep the Accounts in balance. The factor incomes generated 
by insurance companies and paid for out of premium revenues (in the form of 
salaries, wages, profits, etc.) are automatically included in National Income. 
However, the “‘claim portion” of premium revenues does not appear anywhere 
on the income side, and an explicit entry must be made to account for it. It is 
this latter amount which is regarded as a form of capital consumption 
allowance and for which an entry is made to keep the Accounts in balance. In 
the case of the claim portion of insurance on owner-occupied housing, the 
principle and the treatment is identical, with insurance premiums paid being 
included on the expenditure side as a part of imputed gross residential rent. No 
specific allowances are made in these Accounts for uninsured losses on 
business and residential property. 


ely Gross National Expenditure 
ah (Table 2, Volume 1) 


It was shown in an earlier section that the ‘‘sum of incomes” and the 
“sum of expenditures” approach to the measurement of economic production 
(as set out in Tables 3-2 and 3-3) produce identical results. The ‘“‘sum of 
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expenditures’ approach is used here to arrive at the estimates of Gross 
National Expenditure at Market Prices discussed in the following section. 
Conceptually, Gross National Expenditure and Gross National Product are 
identical measurements — each is defined as a measure of the value of the 
nation’s total production of goods and services at market prices. The 
theoretical framework underlying the estimates, and the methodology 
employed, therefore provides for conceptual equality between the two 
figures.16 


In the “sum of expenditures’”’ approach, the measurement of economic 
production is arrived at by tracing the disposition of final output through the 
various channels in which it is used. There are four major types of users of the 
nation’s production identified in these Accounts: consumers, whose purchases 
of goods and services represent a direct form of personal consumption of the 
nation’s output; governments, whose current purchases of goods and services 
constitute a form of ‘“‘collective consumption’, and whose fixed capital 
investment outlays form a part of gross fixed capital formation;!7 business 
enterprise, whose construction and machinery and equipment outlays make up 
the greater part of gross fixed capital formation in these Accounts (and whose 
investment in inventories also form a part of the nation’s output and capital 
formation); and non-residents, who purchase a part of the nation’s production 
in the form of exports of goods and services. The sum of these expenditures 
accounts for all of the nation’s output as it is used up either for consumption 
or capital formation. 


In general, then, economic production can be measured by identifying 
and adding together all final sales of the national output to final purchasers, 
making allowance for any unsold economic production which takes the form 
of additions to inventory stocks.18 Because of the fact that sales to final 
purchasers ordinarily include elements of imports of goods and services 
(foreign production) as well as of national production, and because it is not 
feasible to eliminate imports separately from each of the individual 
expenditure categories, the deduction to eliminate imports of goods and 
services is made in total as a single adjustment (Table 3-8). 


One further point should be noted in considering this general approach to 
the measurement of production. In order to avoid duplication, it is essential 
that only purchases of final output be included in the various expenditure 
categories. In other words, intermediate production, such as purchases of raw 
materials from one business firm by another, must be excluded since the value 
of such intermediate production is implicitly included in the final sale of the 
end product. Thus, in the example given in Table 3-3, sales of processed rubber 


16 In fact, such equality can never be fully achieved in a statistical sense because of 
unidentified errors and timing discrepancies in the underlying data. This error factor 
(“residual error of estimate’’) is allocated between the Gross National Product and Gross 
National Expenditure in such a way as to produce arithmetic balance between the two sides 
of the Accounts. 

17 A small amount of inventory investment is also made by government. In Table 43, 
government gross capital formation includes both government gross fixed capital formation 
and government inventory investment. 

18 Additions to inventory stocks are included in final output in these Accounts, 
although they are not “final purchases” in any conventional sense. They represent a form of 
investment in capital assets and as such are a part of the nation’s total production and 
capital formation. A small amount of inventory investment is made by government. 


07 = 


from Firm 1 to Firm 2 are excluded from the summation, since the value of 
this processed rubber (intermediate production) is embodied in the value of 
the final output sold to final purchasers (i.e. the tires sold to consumers, 
governments, etc., by Firm 2, and the automobiles sold to consumers, 
governments, etc., by Firm 3). As a general rule in these Accounts, final output 
is taken to include capital formation and current purchases by consumers and 
general government, while intermediate production (excluded from the 
summation) consists of goods and services charged to current account and used 
up by business in the course of further production.!9 


Table 3-8 provides a summary view of the estimates of Gross National 
Expenditure for the year 1961, measured through the “sum of expenditures” 
approach. The discussion which follows will deal in turn with each of these 
main categories of the nation’s total spending. 


TABLE 3-8. Gross National Expenditure, 1961 


Millions of dollars 
Personal expenditure on consumer goods and services............. 25,930 
Government current expenditure on goods and services. ....... eee 6,206 
Gross fixed capital formation: 
Government 2:02 geese gee eee eer ee Eee re 1,674 
Business: 
Residential: construction -2.95 = 1 fa ree eee eee ee nee cee 1,789 
Non-residential construction and machinery and equipment ...... < 4,929 
Value of physical change in inventories: 
Government) “thi ciosge Shere, Sea aes cI CAP eee eae ee 8 
Business 4) sh; si 4 he fet eh aks PRA, SL ee See ee es 108 
Exportspotieoods and services, oe > eae OS ee eee 7,624 
Deduct: 
Importsiof goods andiservices sant ieee eee eee ee ae — 8,480 
Residualicrronotestimatem..-.a seme eeeen ne een — 142 
Gross National Expenditure at market prices ............. 39,646 


Personal Expenditure on Consumer Goods and Services 


Personal expenditure on consumer goods and services is the largest single 
component of Gross National Expenditure. Around 60% of the Nation’s total 
production is purchased in final markets for consumer use. Such outlays 
include personal expenditure for durable goods, such as automobiles, and 

19 In national income accounting, there remain unsettled questions regarding the 
theoretical distinction between “intermediate” and “final” output. For example, 
governments provide goods and services to business in the form of police and fire protection 
and the maintenance of transportation facilities. It has been argued that services of this kind 
should be regarded as intermediate output which is used up in the process of producing 
final goods and services, and that it should accordingly be excluded from final expenditures. 
As a practical matter, there is no satisfactory way of distinguishing between “final” and 
“intermediate” forms of government activity. In these Accounts, all government 
expenditures on goods and services are treated as “‘final”’ output. 
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household appliances and furniture; expenditure for semi-durable goods, such 
as clothing and footwear; expenditure for non-durable goods, such as food, 
alcoholic beverages and tobacco; and expenditure for a wide variety of 
services, covering such outlays as gross rents (including the rental value of 
Owner-occupied housing), recreation, railway, air and urban transportation 
costs, and laundry, cleaning, and personal care service costs. 


Free board and lodging and other income in kind for which an 
imputation is made are also included in personal expenditure, as if persons 
received income equal to the value of such goods and services and then 
purchased these items. Purchases of houses are regarded as business gross fixed 
capital formation but, as noted above, an imputed space rent on 
Owner-occupied houses is included in both rental income of persons and in 
personal expenditure. The operating costs of private non-commercial 
institutions which provide their services to the community collectively (and 
which are treated as “associations of individuals’ in these Accounts) are also 
included in personal expenditure. In addition, the operating costs and profits 
(premiums less claims) of life insurance companies are included to reflect the 
value of the services rendered by such companies (see Chapter 5). The 
estimates also cover expenditures of Canadian residents temporarily abroad 
(i.e. tourists and members of the Armed Forces); these expenditures are offset 
by a negative entry under imports of goods and services, so that Gross National 
Expenditure as a whole is not affected (no Canadian production is involved). 
To avoid double counting, an adjustment is made to the total estimate of 
personal expenditure to deduct expenditures of foreign residents temporarily 
in Canada, since this expenditure is already included as a positive entry in 
exports of goods and services. The value of used goods sold to persons is 
excluded from these estimates, but the dealer’s commission and other factor 
incomes generated by the transaction are included as current production, and 
to maintain balance with the income side. 


Government Current Expenditure on Goods and Services 


This component consists of the current, non-capital outlays for goods and 
services of the federal, provincial and local governments, including locally 
administered elementary and secondary school systems and government 
administered hospital care services. It does not include government purchases 
on capital account (gross fixed capital formation, or inventories), or any of the 
activities of government business enterprises. The outlays cover all current 
purchases of goods and services for general operating expenses of government 
departments and agencies, including wages and salaries of government 
employees, office supplies, and maintenance and repair costs. The estimates 
also include defence expenditures. The imputation for the capital consumption 
(or depreciation) of government fixed assets is included here. 


It needs to be emphasized that these expenditures relate to government 
current purchases of goods and services only. They do not include such current 
expenditures of government as transfer payments to persons, interest on the 
public debt, subsidies to producers, capital assistance to producers, or transfers 
to non-residents. These latter items, together with government gross fixed 
capital formation, must be added to government current expenditure on goods 
and services to arrive at figures of total government spending for all purposes. 
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Gross Fixed Capital Formation 


Total ‘“‘capital formation” in these Accounts consists of two types of 
investment — investment in durable fixed capital assets which yield a flow of 
services over a period of time extending into the future, and which are 
gradually used up by the wear and tear involved in general public use or (as in 
the case of industrial fixed capital) in the process of producing future goods 
and services; and investment in inventories, which do not yield a service 
beyond the period of account and which can be used up only once, either asa 
final sale, or as raw materials or partly finished products to be entered into 
future production. The following discussion deals only with investment in 
durable fixed assets — that is, with gross fixed capital formation as set out in 
Table 3-8, consisting of expenditures by government and business for all types 
of construction and machinery and equipment. Capital formation in the form 
of inventory investment is taken up in a later section. 


Gross fixed capital formation is defined to include outlays on durable 
tangible assets with a lifetime use of one year or more. Only new 
construction (both residential and non-residential) and new machinery and 
equipment are included. Outlays on used’ buildings and second-hand machinery 
and equipment are excluded, since such goods do not represent a part of the 
nation’s current production (they have been counted in Gross National 
Expenditure in the period in which they were produced).29 An exception 
relates to imports of used machinery and equipment, which are included in 
both gross fixed capital formation and, are deducted as an import of goods and 
services, leaving Gross National Expenditure unaffected. 


Outlays for land, mineral deposits, or timber tracts are also excluded from 
gross fixed capital formation since such assets do not represent current 
production of goods and services. However, capital costs involved in the 
preparation of sites, land improvements, mining development and exploration 
costs involving the acquisition of tangible assets, and construction and drilling 
costs, are included in gross fixed capital formation. Such costs represent stages 
in the process through which natural resources are discovered, developed and 
brought into use. But the value of the resources themselves is not capitalized in 
these Accounts. 


Replacements and major alterations of capital installations are included as 
part of gross fixed capital formation, but ordinary repairs and maintenance 
expenses are not. Also included are various associated expenses which are 
capitalized along with the cost of the fixed assets acquired, such as 
architectural, legal and engineering fees. Outlays on construction works which 
are to be used primarily for military purposes, and purchases of military 
equipment, are not included in the estimates of gross fixed capital formation. 


As has been indicated earlier, the estimates of fixed capital formation in 
these Accounts are on a “gross” basis, before any deduction to allow for the 
depreciation or capital consumption of existing assets. The calculation of 
“net” fixed capital formation is not possible on the basis of the estimates of 
depreciation as presently prepared. This matter is discussed more fully in the 
section “Capital Consumption Allowances and Miscellaneous Valuation 
Adjustments”’. 


20 As noted in Chapter 2, transfer costs in the form of commissions and fees earned 
on the sale of used capital assets are included as part of gross fixed capital formation on the 
Expenditure side, and are balanced by factor incomes on the Income side. 
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There are three main types of expenditures on productive assets included 
in these estimates of gross fixed capital formation: government outlays for 
construction and machinery and equipment; business outlays for residential 
construction; and business outlays for non-residential construction and 
machinery and equipment (sometimes referred to as business plant and 
equipment outlays). These three categories of investment spending are 
discussed below. 


Government gross fixed capital formation consists mainly of construction 
type expenditures — for schools, hospitals, waterworks, sewerage systems, 
roads, harbours, airports and various other capital installations — but it also 
includes outlays for machinery and equipment and a small amount of 
housing.2! All levels of government are included — federal, provincial and 
local — but the investment spending of government business enterprises is not 
covered here. The decision to capitalize government investment spending in 
this revised set of Accounts was made on the basis that such assets add to the 
country’s stock of capital and yield a flow of economic services over a period 
of years into the future. The gradual “using up” of government fixed capital is 
reflected in the imputation which is made for depreciation on government 
assets in the Accounts. But unlike business depreciation these amounts are not 
reflected in the market price of goods and services produced by the asset, since 
in the case of government assets no goods and services appear on the market. 


Business gross fixed capital outlays for residential construction cover all 
expenditures for new housing except a small amount shown with government 
capital formation. The estimates include single units, multiple units and 
apartment dwellings, as well as garages and major improvements and 
alterations. The term “business” is here defined to include individual 
home-owners, who are treated in the Accounts as business enterprisers renting 
to themselves. All personal purchases of housing for owner-use are therefore 
included in these estimates, as well as commercial-type construction 
undertaken for rent. 


Business gross fixed capital outlays for non-residential construction and 
machinery and equipment cover investment in all forms of productive assets 
by business which are used to produce a future flow of goods and services. 
Included here are all plant and equipment expenditures of corporations, 
unincorporated business enterprises (including farm operators) and 
government business enterprises. The capital outlays of non-commercial 
institutions such as universities, churches, and charitable and welfare agencies 
are also included in the estimates. 


Value of Physical Change in Inventories 


The annual change in holdings of business and government inventories 
must be included in the Gross National Expenditure in order to allow for that 
portion of current production which has not yet been sold (positive change in 
inventories), or to eliminate that portion of previous years’ production which 
is included in sales of the current year (negative change in inventories). The 
change in the value of inventories relevant to Gross National Expenditure 


21 Defence expenditures for military equipment and defence installations are not 
treated as capital outlays, but are included with government current expenditure on goods 
and services. 
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should reflect the change in physical volume valued at the average market 
prices of the period. This change is referred to as the value of the physical 
change in inventories. Because the value of inventories reported by business- 
men reflects “book values” based on accounting procedures which are not 
consistent with National Accounts requirements, an inventory valuation 
adjustment must be made to produce an appropriate figure. This inventory 
valuation adjustment is described in the earlier discussion of National Income 
and Gross National Product. 


There are three main types of inventories distinguished in Table 2 of 
Volume | for which estimates of the value of physical change are computed: 
government inventories; business non-farm inventories; and farm inventories 
and grain in commercial channels (which are also a part of total business 
inventories). Government inventory holdings are a relatively small and 
insignificant part of total inventory holdings and exercise little leverage in the 
total change in inventory stocks. They include inventories held by government 
commodity agencies such as the Agricultural Commodities Stabilization Board 
and the Canadian Dairy Commission, and some uranium stocks.22 


Business non-farm inventory stocks represent by far the largest part of 
total inventory holdings in the economy. They include all inventories of raw 
materials, goods-in-process, and finished products held by corporations, 
non-farm unincorporated businesses, and government business enterprises. By 
industry, the major part of non-farm business inventory stocks is held in 
manufacturing, and in wholesale and retail trade. 


Farm inventories and grain in commercial channels consist mainly of 
grain and livestock held on farms, and grain in the hands of the Canadian Wheat 
Board. This category also includes some grain inventories held privately by 
commercial dealers. It may be noted that in the case of grain and livestock 
inventories held on farms, and grain held by the Canadian Wheat Board, the 
value of the physical change in inventories (and the corresponding estimates of 
net income on the income side) is computed directly, and no inventory 
valuation adjustment is necessary. 


The inventory valuation adjustment in these Accounts applies only to 
business non-farm inventory stocks and grain in the hands of private dealers — 
areas where the primary data entering into the Accounts on the income side 
are based on book values. 


Exports of Goods and Services less Imports of Goods and Services 


Because a part of Canada’s current production of goods and services is 
sold to non-residents, it is necessary to add the value of exports of goods and 
services to arrive at a final accounting of current production through final 
sales. Conversely, because sales to persons, governments, business and 
non-residents, as enumerated in Table 3-8 include goods and services produced 
by non-residents, i.e., imports of goods and services, it is necessary to subtract 
these in order to arrive at a correct summation of the value of Canadian 
output. 


22 During the war and early post-war period, a substantial number of government 
commodity agencies existed — the Commodity Prices Stabilization Corporation, the 
Canadian Wool Board, the Special Products Board, the Meat Board, the Dairy Products 
Board, and the Agricultural Prices Support Board. These agencies are now defunct. 
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Exports of goods and services as defined in the Accounts include current 
receipts from exports of merchandise, freight and shipping credits earned on 
Canadian account, travel expenditures of non-residents in Canada, interest and 
dividends received from abroad, gold production available for export,23 and 
other current earnings including receipts from business services rendered to 
non-residents. Imports of goods and services include current payments for 
imports of merchandise, freight and shipping charges incurred by Canada on 
foreign account, travel expenditures of Canadians abroad, interest and 
dividends paid to non-residents, and other current payments including 
payments for business services rendered by non-residents. It will be recalled 
that entries corresponding to the interest and dividend payments to and 
receipts from non-residents are made on the income side of the Accounts in 
keeping with the concept of “national”? production expressed in the Gross 
National Product and Expenditure measurements. 


The figures of exports and imports of goods and services appearing in the 
Gross National Expenditure table are those published by Statistics Canada in 
the Canadian Balance of International Payments,24 subject to certain 
modifications related to wartime financing. Detailed aspects of transactions 
with non-residents are described more fully in Chapter 8. The relationship 
between transactions in goods and services and the current account of the 
Balance of Payments is set out in Table 3-9. Basically, current account receipts 
and current account payments reflect, in addition to exports and imports of 
goods and services, current transfers and transfers of inheritances and migrants’ 
funds. Current transfers appear, as will be seen later, in the income and outlay 
account ot non-residents (Tables 24 and 25 of Volume 1), but are not 
included with exports and imports of goods and services in Gross National 
Expenditure since they are not considered to represent current earnings of 
Canadian or foreign factors of production. Inheritances and migrants’ funds 
received from or paid to abroad are transfers of a capital nature and for this 
reason do not appear in the Gross National Expenditure. 


Until fairly recently the links between Balance of Payments data and the 
National Income and Expenditure Accounts were not fully articulated. Users 
of historical Balance of Payments reports will find it necessary to make a 
number of further adjustments. These include (for some parts of the back 
record) the addition to imports of goods and services and to current transfers 
received from abroad, of taxes withheld on earnings of non-residents. This 
adjustment for withholding tax, which in effect assigns this item to earnings of 
non-resident factors of production, has been described in Chapter 2. Such 
taxes represent a part of the earnings of foreign factors of production, but 
they also represent a transfer payment (tax outlay) from non-residents to the 
Canadian government. It is only in recent Balance of Payments publications 
that this entry has been articulated. 


Also, in some earlier Balance of Payments reports there appears in both 
current receipts and current payments an entry for Mutual Aid to NATO 
countries. These entries have to be eliminated for use in the National Income 


23 Gold production available for exports was treated as a current receipt in the 
Canadian balance of payments up to March 1968 as Canadian gold holdings were regarded 
as an external asset. With the establishment of separate official and private gold markets in 
March 1968, private gold has been treated as a normal commodity with exports and imports 
included in the merchandise trade data. 

24 Basic data for 1926 through 1971 are contained in The Canadian Balance of 
International Payments, 1971, Catalogue 67-201. 


RS 


and Expenditure Accounts since the amounts represent provision of goods and 
services which have already been counted as Canadian production in 
government (defence) expenditure for goods and services, either in the current 
period or in some previous period. The adjustments are self-cancelling (since 
they reduce both exports of goods and services and imports of goods and 
services by identical amounts), and Gross National Expenditure is not affected. 


TABLE 3-9. Relationship Between Balance of Payments Current Account Figures! 
and Exports and Imports of Goods and Services as per 
Gross National Expenditure 


1961 1962 


millions of dollars 
Current receipts, balance of payments.................- 7,9042 8,5482 
Deduct: 
Inheritances,and immicrants» funds) eles eee ee ne — 104 — 124 
Current transfers received from abroad3 ............. = 60 — 65 
Withholding taxes? 22>. ce. us cose e) ey Sen ee ae = IIE — 125 
Exports of goods and services as per GNE, Table2 .......... 7,624 8,234 
Currentspay ments; balance of pay inlets meen eran: ant een eee 8,8322 9,3782 
Deduct: 
Inhernitancestandiemigrants@rund Sareea een eee — 176 —175 
Current transters paidtabroad? iss): ee eens tee ee —176 — 158 
Imports of goods and services as per GNE, Table2 .......... | 8,480 9,045 


1 Data as published in The Canadian Balance of International Payments 1971, Catalogue 67-201. 
2 Includes withholding taxes. 


3 Personal and institutional remittances, and pensions received from abroad. 
4 Official contributions, pensions paid abroad, and personal and institutional remittances. 


In earlier years, and particularly the war and early post-war period, a 
number of special adjustments have been made to the basic Balance of 
Payments data for National Income and Expenditure Accounts purposes. 
These and other aspects of transactions with non-residents are described more 
fully in Chapter 8. 


The Residual Error of Estimate 


The final estimate of the conceptually equal Gross National Product and 
Gross National Expenditure is taken as the average of the statistical totals 
obtained by adding together the unadjusted components of the Gross National 
Product and Gross National Expenditure, respectively. In other words, the 
difference between these two independently calculated totals — the residual 
error of estimate — is divided in half, with one half being subtracted from the 
higher estimate, and one half being added to the lower estimate, to produce 
arithmetical balance between the two totals, as in Tables 1 and 2 of Volume 1. 
This residual error of estimate reflects a number of factors including 
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imperfections in the basic statistics, flaws in estimation techniques, and 
discrepancies in the timing with which the income and expenditure data are 
recorded. 


Rough appraisals of the income and expenditure sides of the Accounts 
suggest that they have approximately equal reliability. However, a small 
residual error is not conclusive evidence that the components are relatively free 
from error since there is a tendency for errors to cancel out in the summation 
process. Also, for much of the period covered by the estimates, the residual 
error has tended to be positive on the product side for a number of successive 
years, and then to be positive on the expenditure side for a period of time. 
This pattern, in which first one side of the Accounts, and then the other is 
persistently higher, suggests that there is some systematic ‘‘bias’”’ in the esti- 
mates but to date it has not proven possible to identify probable sources of 
bias with any degree of certainty. 


The residual error may sometimes be quite significant when considered in 
relation to year-to-year changes in Gross National Product and Expenditure. 
Preliminary estimates for the period 1968-71 provide an example of a period 
during which the residual error of estimate became relatively large, and also 
changed sign from year to year with the income side running below the 
expenditure side in one year and above the expenditure side in the 
immediately following year. The figures are shown in Table 3-10. 


TABLE 3-10. Effect of Residual Error on Year-to-year Percentage Change 


millions of dollars 


1. Gross National Product (before ad- 

justment for residual error). .... 72,576 80,239 85,298 93,532 
2. Gross National Expenditure (before 

adjustment for residual error) .. . 72,596 79,258 85,600 92,655 
3. Residual error of estimate (1-2)... — 20 981 — 302 877 
4. Average (“‘Official’”” GNP and GNE). . 72,586 79,749 85,449 93,094 

a 1968 - 69 1969-70 | 1970-71 

Year-to-year percentage change in (1) . . 10.6 6.3 9.7 
Year-to-year percentage change in (2) . . oe 8.0 8.2 
Year-to-year percentage change in (4) . . 9.9 Teil 8.9 


(Year-to-year percentage change in Real 
Gross National Product) ........ 


Source: National Accounts, Income and Expenditure, Third Quarter 1972 and related series. 


In Table 3-10, the year-to-year percentage change in the income side 
(before adjustment for the error) differs from the year-to-year change in the 
expenditure side (before adjustment for the error) by about 1.5 percentage 
points in each of the three periods for which comparisons are made. For 
example, the value of production in 1969-70 increased by 6.3% on the basis of 
the income estimates and by 8.0% on the basis of the expenditure estimates. 
The “official” figures move mid-way between the two estimates and show an 
increase in the value of production of 7.1%. It may be noted that the 
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discrepancy of 1.7 percentage points between the income and expenditure 
sides is even more significant when it is considered in relation to the deflated 
estimates of Gross National Product (Real Gross National Product, shown in 
brackets) which rose by only 2.5% in 1969-70. In this period, the measured 
error factor is quite large in relation to the reported change in the physical 
volume of production. 


Other Income Concepts 
(Tables 4 and 5, Volume 1) 


An important and commonly used aggregate in these Accounts is 
‘Personal Income” — the sum of all incomes received by persons resident in 
Canada irrespective of whether these incomes represent factor earnings of 
persons from current production or whether they are received as unrequited 
current transfers of income from the government and other sectors25. The 
following section reviews briefly the composition of the Personal Income total, 
and describes two related concepts — “Personal Disposable Income” and 
“personal saving’. A fuller description of these aggregates and the sources and 
methods on which the estimates are based is provided in Chapter 5, “‘Persons 
and Unincorporated Business’’. 


As shown in Table 4 of Volume 1, Personal Income includes all factor 
incomes of persons such as wages and salaries and net incomes of 
unincorporated businesses;26 interest, dividends and various types of 
investment income of persons, (including investment income accumulated on 
behalf of persons by life insurance companies, private pension funds, and 
similar institutions); and all transfer payments received by persons from 
governments (such as old age pensions, mothers’ and dependents’ allowances, 
and unemployment insurance benefits) as well as transfers from corporations 
and non-residents. In these Accounts, “‘persons” and the “‘personal sector’ are 
defined to include private pension plans, and private non-commercial 
institutions such as universities, labour unions, professional organizations, 
fraternal societies and charitable institutions, as explained in Chapter 5. 


While the National Income includes all earnings of the various factors of 
production arising from the current production of goods and services, Personal 
Income includes only that part of the National Income which is paid out to 
persons, but it also includes large amounts of income of a transfer payment 
nature which is not included in the National Income. The relationship between 
the National Income and Personal Income is shown in Table 3-11, (and 
in Table 5 of Volume 1). All earnings not paid out to persons (line 3) are 
deducted from the National Income to arrive at Personal Income. Such 
earnings include the undistributed earnings of corporations and government 
business enterprises, the direct taxes of corporations and government business 


25 Current transfer payments represent unrequited transfers of income from one 
sector to another (e.g. old age pensions paid by the government sector to the personal 
sector) where no flow of goods and services is involved. They represent transactions in 
which there is no “quid pro quo”. They do not therefore enter into the National Income or 
Gross National Product and Expenditure, since these aggregates include only requited 
payments. In effect, current transfer payments simply represent a re-distribution of the 
income which has been earned in production. 

26 In the case of unincorporated businesses (farm and non-farm), the whole of net 
incomes is included in Personal Income since it is not statistically feasible to separate 
withdrawals for personal use from amounts retained in the business. 
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enterprises, government investment income, and the inventory valuation 
adjustment. At the same time, income received by persons in the form of 
current transfer payments from the government and other sectors are added 
back (line 2). The resulting figure is the total of Personal Income (line 4). 


TABLE 3-11. Relation Between Net National Income at Factor Cost, 
Personal Income, Personal Disposable Income and Personal Saving 


1961 


millions of dollars 


ae Net National Income at Factor Cost... <6 cscs 0h "ecard Obs tevenows. - 29,783 
Add: 
2. Government and other current transfer payments to persons! ... . 4,091 
Deduct: 
Jo RSIS AO RIE OUETOPNEANIOS. 6 one o Rees go 8 be ole a este c — 3,770 
Equals: 
A EPETSONAIINCOME? (at. t,o. ae hee tite am, aOR a ee Seta Me eet, 30,104 
Deduct: 
See hersonalidirectitaxcsammetenc re aeet errs seat o te eee — 2,944 
6. Other transfers from persons to government .............. — 256 
Equals: 
Ts. TRO GI MOINS TRECTINS Goo obo wen Bebo oouhe noe one 26,904 
Deduct: 
8. Personal expenditure on consumer goods and services ......... — 25,930 
9. Other transfers from persons to corporations and non-residents2 . . . — 229 
Equals: 
LO SRP ersonalesavin gas wcg. moyen ae aies ois eters Movie Waray hy eerie siete 745 


a NE ce i ee i es | I IT Ae Ec ee ee ee 2 2) 


1 Includes interest on the public debt and all government current transfers to persons shown in 
Table 50 of Volume 1. 


2 Includes interest on consumer debt and personal remittances paid abroad. 


Personal Disposable Income (line 7) is the amount left over from Personal 
Income after payment of personal direct taxes and various other fees, licences 
and permits (including hospital and medical insurance premiums) to 
governments. This amount is available to be spent on consumer goods and 
services, transferred to other sectors, or saved. In these Accounts, personal 
saving (line 10) is derived residually, being equal to personal disposable income 
less personal expenditure on consumer goods and services, less personal 
transfers to other sectors. These basic concepts are discussed in greater detail in 
Chapter 5. 


Gross Domestic Product 
(Tables 3, 8 and 9, Volume 1) 


As was indicated in Chapter 2, the concept of Gross Domestic Product is 
accorded a larger role in this new revised system of Accounts, and a major new 
consolidated Gross Domestic Product account has been created in Tables 8 and 
9 which provides one of the main reference features of the system. This new 
consolidated production account measures the value of production arising within 
the geographical boundaries of Canada irrespective of whether the factors of 
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production involved are resident or non-resident. (It will be recalled that the 
Gross National Product is designed to measure the production of Canadian 
residents only, and to exclude the production of non-resident factors of 
production). 


There are several reasons for creating this new account. One principal 
reason is ‘to permit a more easy accommodation of industry statistics within 
the main framework of the National Income and Expenditure Accounts. 
Estimates of production by individual industry groups are typically developed 
on a Gross Domestic Product basis which defines the production of each 
industry group as that which arises within the geographical boundaries of the 
country (see, for example, Table 28 of Volume 1). Not only is this where the 
main focus of interest is centred, but the form in which industry statistics are 
available does not permit a distinction to be made between the production of 
resident and non-resident factors at the industry level. Thus the new account 
establishes a closer link between the National Income and Expenditure system 
and various sets of industry statistics now being developed or published by 
Statistics Canada. 


In addition, there is a growing interest in measurements of total 
production on a provincial or less than country-wide basis. Such estimates are 
more readily developed on a geographical (or domestic) product basis which 
aims to measure the value of production originating within the geographical 
boundaries of the province. Information to clearly distinguish between the 
production of resident and non-resident factors is generally inadequate. A 
number of the provinces now prepare estimates of Gross Provincial Product, 
although the bases and techniques of estimation vary a good deal. The creation 
of this new consolidated production account provides a comprehensive 
measure of production originating within the geographical boundaries of 
Canada, and constitutes an overall reference framework within which provincial 
estimates can be coherently related. 


Finally, the greater emphasis on Gross Domestic Product conforms more 
closely to the United Nations system, where the entire structure of the 
Accounts is built around the concept of Gross Domestic Product. It may be 
noted that in the new revised Canadian Accounts, all of the sector tables 
(Tables 12 to 27 inclusive, of Volume 1) can be consolidated to yield the 
major aggregates set out in Tables 8 and 9. This consolidation can readily be 
carried out by simply following the cross-referencing system in the tables. 


Table 3-12 shows the relationship between three major aggregates used in 
these Accounts — Gross National Product at Market Prices (Table 1 of Volume 
1), Gross Domestic Product at Market Prices (Tables 8 and 9) and Gross 
Domestic Product at Factor Cost (Table 3). It will be noted that the estimates 
of Gross Domestic Product by Industry set out in Table 28 of Volume 1 are on 
a “factor cost” basis (as in Table 3), not a ‘“‘market prices”’ basis (as in Tables 8 
and 9). Given present information, it is not possible realistically to allocate the 
component “indirect taxes less subsidies’ to the various industries which have 
borne the cost. 
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TABLE 3-12. Relationship Between Gross National Product at Market Prices and 
Gross Domestic Product at Market Prices and at Factor Cost 


1961 


millions of dollars 


GrosssNationalibroductiat Marketi rices mamma imeem inna or 39,646 
Deduct: 

Investment income received from non-residents............... — 300 
Add: 

Investment income paid to non-residents................... 1EO22) 
Gross Domestic Product at Market Prices (Tables 8 and9) .......... 40,368 
Deduct: 

INGITeE Cita XeSHeSS:SUDSICICSHaCatE an arEr Baca ae eran a ae eee — 4,838 

ResiduallerrOMmO testinal Cm merce m ae ae in on meena ee aod — 142 
Gross Domestic Product at Factor Cost (Table 3)! .............. 35,388 


1 See also Table 28 of Volume 1. 


The Constant Dollar Estimates and Implicit Price Indexes 
(Tables 6 and 7, Volume 1) 


Gross National Product and Expenditure measure the value of goods and 
services produced by Canadians. The value of this production is seen to 
increase year by year, but this value increase is composed of two elements — a 
change (usually an increase) in the quantity of goods and services produced; 
and a change (again, usually an increase) in the price of goods and services 
produced.27. Thus, between 1963 and 1964, the value of Gross National 
Product rose by 9.4%. This value increase was made up of an increase in the 
price component of Gross National product of 2.5 per cent (as measured by the 
implicit price index of G.N.E. in Table 7 of Volume 1), and an increase in the 
quantity of goods and services produced of 6.7% (as measured by the constant 
(1961) dollar estimates of G.N.E. in Table 6).28 


The purpose of this section is to provide a brief introduction to these 
estimates of price and quantity change — to show how the change in the value 
of the Gross National Product can be decomposed into its two basic elements 
of price and quantity change. Chapter 9 discusses these estimates, and the 
techniques underlying them, in much fuller detail. The present discussion 
merely aims to provide a simplified explanation of the basic rationale and 
principle involved. 


It is, of course, essential to know whether the volume (quantity) of 
production is increasing or declining, and at what rate. The rate of increase in 
the physical volume of output is one of the main determinants of the rate of 
job creation in the economy. I[t also indicates whether the economy is 
measuring up to its “potentials”, or whether it is falling short of these 
potentials with a resultant gap developing between actual and potential Gross 


27 Since the end of World War IJ, there have been only two years in which the 
quantity of goods and services produced declined — 1946 and 1954. In this period, the 
price component of Gross National Product has shown a virtually uninterrupted rise except 
in 1953 when a fractional decline occured. 

28 Thus, the index of price change (102.5) times the index of quantity change 
(106.7) equals the index of value change (109.4). 
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National Product. This information is masked and obscured in the value 
figures, because the value figures also reflect the rate of price change in the 
economy. And this rate of price change can on occasion account for a major 
part or even most of the increase in the value of production, as in 1969-70 
when real output (volume) rose by 2.6%, prices by 4.6% and the value of 
output by 7.3%. 


The problem, then, for the national income statistician, is to decompose 
the value estimate of Gross National Product into its price and quantity 
constituents. To do this, he takes the various categories of expenditure which 
make up the value of the Gross National Expenditure, and tries to identify the 
price element which is associated with each particular category of outlay, in 
each of the years for which the estimates are made. When this price element is 
eliminated, the estimates are said to have been “deflated’’. Several hundred 
individual series are involved, each representing the value of final sales or final 
expenditures. 


These individual series represent sales of products or groups of products 
whose physical characteristics differ widely — pounds of sugar, loaves of bread, 
pairs of shoes, suits of clothes, and so forth. They also represent sales of 
services which cannot ordinarily be expressed in terms of physical units of 
output. The measurement of physical quantities for the whole economy (and 
for most series) cannot therefore be expressed and summed up in terms of 
homogeneous physical units of output, but must be converted to a money 
valuation basis from which the year-to-year change in price has been 
eliminated. The estimates which measure the change in the physical volume of 
output provided in Table 6 of Volume 1 (and illustrated in Table 3-13), are 
thus valued in 1961 constant dollars. In other words, the estimates of quantity 
change are valued in constant 1961 prices. 


Gross National Product in Current and Constant (1961) Dollars 


billions of dollars billions of dollars 
'190 11o 
exe) 100 
90 Current Dollar 30 
GNP 
(Value) 
80 80 
TO TO 
60 60 
50 Constant (1961) Dollar ae 
(Volume) 
40 40 
ao 30 


1961 1962 1963 1964 1965 1966 1967 1968 — 1969 (970) 197 hore 
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TABLE 3-13. An Illustration of the Deflation Principle 


1961 | 1962 Bs 1965 
Basic data on final sales: 
lea Value: of saleSacszr cusp ste oseus Gms oasis eas. $ 125,000 137,700 157,500 187,000 185,600 
2. Average estimated price ............ $ 5.00 5.10 5225 5.50 5.80 
3. Implied quantity (line 1 + line 2) (units 
Unspecified)! easter es eeen ners eet (25,000) (27,000) (30,000) (34,000) (32,000) 
Deflation process: 
4. Index of price (1961=100), from line2... % 100.0 102.0 105.0 110.0 116.0 
5. Value of sales in Constant (1961) Dollars 
(lineal lines’) evar paner os et eder a lcneas $ 125,000 135,000 150,000 170,000 160,000 
Year-to-year change in volume of output: 
6. Year-to-year percentage change in deflated 
TES OMS eG & ob Gidadno hora, aloe © % + 8.0 + 11.1 ap LEYS) — 5.9 
7. Year-to-year percentage change in implied 


Quantitys(lines) lewwsie ores re Mened eel it: % (+ 8.0) 


(+ nd) (13:3) (— 5.9) 
| 


Table 3-13 provides a simplified example of the “deflation”? procedure. 
Assume a situation in which the basic data are as given in lines | and 2 of the 
table. The statistician has information only on the total value of sales (line 1) 
and the average (usually a weighted) price for this particular group. In line 4, 
an index of price change is prepared, based on the year 1961=100. This 
index is then divided into the value of sales (in line 1), to yield a “deflated” 
series of sales expressed in constant (1961) dollars (line 5). The year-to-year 
percentage change in this deflated sales series (line 6) is identical to the 
year-to-year percentage change in the implied quantity series (line 7).2 9 


The estimates for total constant (1961) dollar Gross National 
Expenditure shown in Table 6 of Volume | are obtained as the sum of all of 
the individual expenditure estimates, “deflated”’ as illustrated in Table 3-13. 
When these deflated estimates of total Gross National Expenditure are divided 
into the total value of Gross National Expenditure in Table 2, an overall 
implicit price index for Gross National Expenditure as a whole is obtained. 
This price index isshownin Table 7 of Volume 1, on the basis 1961=100. In 
effect, this index constitutes an index of price change for the economyas a 
whole, implicitly weighted to reflect the relative importance of each 
expenditure category in the Gross National Expenditure. It is commonly 
known as the price component of Gross National Product, or as the implicit 
GNP price deflator. Of all the price indexes available, this is the most 
comprehensive since it covers expenditures of the entire economy.30 


For illustrative purposes, the value, volume and price components of 
Gross National Expenditure for the years 1961-65 are shown in Table 
3-14. 


29 If all units of output were homogeneous for any one series (e.g. pounds of butter), 
and if the price and value data could be matched exactly, the physical volume of output for 
any particular series (not for the economy as a whole) could be derived directly, as in line 3 


of Table 3-13. 
30 Other indexes of price change, such as the consumer price index and the wholesale 


price index, cover only particular areas of the economy. 
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TABLE 3-14. Current and Constant (1961) Dollar Gross National Expenditure and the 
Implicit (1961=100) GNE Price Index 


1961 1962 1963 1964 1965 


millions of dollars 


Gross National Expenditure at Market Prices, 
TADIG2 ie recat a apne Par ee an oases eer 39,646 42,927 45,978 $0,280 55,364 


Percentage change from previous year .... % + 8.28 ar ffeil! + 9.36 + 10.11 


Gross National Expenditure in Constant (1961) 


Dollars Tablei6s cue ne eee eae 39,646 42,349 44,531 47,519 50,685 

Percentage change from previous year .... % + 6.82 ally + 6.71 + 6.66 
Gross National Expenditure Implicit Price In- 

dexi1961=100) Stablev/ anette 103.25 105.81 109.23 


Percentage change from previous year .... 


Saving and Investment 
(Tables 10 and 11, Volume 1) 


Among the key aggregates in these Accounts are those which relate to the . 
concepts of saving, and capital formation or investment. Tables 10 and 11 of 
Volume 1 are designed to show total gross domestic capital formation in the 
economy, and the sources of financing — in the form of national saving or net 
borrowing from abroad — from which this investment was made. Before 
discussing these estimates and their relationship to other parts of the system, 
however, a word on basic definitions is in order. ; 

In these Accounts, national saving is defined as being equal to national 
production less consumption — that is, to Gross National Product at Market 
Prices, less personal expenditure on consumer goods and services, less 
government current expenditure on goods and service. Thus, for the year 
1961: 


1961 


millions of dollars 


National saving equals: 


Gross:National Producten Se ay or eS ae ee oe eee 39,646 
Less personal expenditure on consumer goods and services ........ — 25,930 
Less government current expenditure on goods and services ....... — 6,206 

National saving 47 (4.- cpa alate aie oan a tke, ‘akc eee ee 7,510 


But, since national production less consumption is also equal to the 
nation’s investment from its own resources, national saving must also be equal 
to total gross capital formation (gross fixed capital formation plus inventory 
change) plus any net investment abroad represented by a surplus on current 
transactions with non-residents, or minus any net disinvestment abroad (net 
borrowing) represented by a deficit on current transactions with non-residents. 
Thus, for the year 1961: 


= O7t 
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1961 


millions of dollars 


National saving equals: 


GrossHixed:capitaliformation@e mene es cera te ree teeth oe eee 8,392 
Elusivaluesoluphysicalichanzeinuinventoresmas sewer nen ener ear ies 116 
Plus surplus on current transactions with non-residents, or minus deficit 
on current transactions with non-residents ................ — 856 
IU SresigUalerromoOlve Stila tcanmrmen aamomeatr ts sre ietraae acert ny ne er — 142 
Nationalkinvestmentinss eu. smc city tin sy ch ed RPS ee 7,510 
oe 


For most of the post-war period, Canada has in fact run a deficit on its 
current transactions with non-residents. Such a deficit in effect means that the 
country has been drawing upon the savings of non-residents to help to finance 
its domestic investment program3! — savings which correspond to the net 
import of resources from abroad as measured by the deficit on current 
account. This being so, it is more convenient to re-write the above identities in 
the following form (Table 3-15) to show the country’s total investment 
program (not simply that part which is financed out of national saving) and to 
show the total sources of financing of this program from both national saving 
and non-resident saving. 


TABLE 3-15. Gross Capital Formation (Demand for Saving) and Sources of Saving 


1961 


millions of dollars 


Grossmixedicapitalarormationeens = seem ucir mel or kon poke len nner Mist celes 8,392 
ValucotuphysicalchanseunyiiiventOnesinen a. cnee-n seen eta 116 
Resid Ualkert Olpmew Wye eka kel seu sicis fey sheen sow dos peu hes SEEM tome — 142 

TCA GROSS CADW TOTTANON, a-b6o 6 ccm hb he Motes Oo S Oo ora n 8,366 


Sources of saving 


NatiOnalesaVino<emara Cee een aieyr rt et eet ee eyes a eS nuhs ore a cop sake 7,510 
Net borrowing from abroad, or net import of resources from abroad, 
represented by deficit on current transactions with non-residents... . . 856 
(NOTA SOE CHP SMING 6 Ooi Sood ae took oboe eo ago oome sd 8,366 


In the present system of Accounts, these saving-investment identities are 
presented in the form shown in Table 3-15. Tables 10 and 11 of Volume 1 
represent a consolidation of the “capital finance” accounts of each of the four 
main sectors of the economy which are discussed in the next chapter — the 
persons and unincorporated business sector, the government sector, the 
corporate and government business enterprises sector, and the non-resident 
sector. The way in which the saving and investment of each of these four main 
sectors can be consolidated to yield the overall saving and investment totals 
shown in Tables 10 and 11 (and in Table 3-15) is explicitly set out in the 
cross-referencing system given in the tables. 


31 Gross domestic investment is the total gross capital formation taking place within 
the geographical boundaries of Canada. 
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In analyzing saving-investment relationships, it is useful, on the investment 
side, to distinguish between government capital formation and business capital 
formation. The decision to capitalize government investment outlays in 
this new revised system of Accounts has meant that government sector 
“saving” includes all of the gross capital formation of the government sector. 
This treatment represents a departure from government accounting practices, 
where capital-type outlays are ordinarily charged to current expenditure, with 
the government surplus or deficit reflecting this fact. In Table 43, two figures 
are provided — a figure of government “saving” which includes government 
gross capital formation; and a figure showing the “‘surplus or deficit” on all 
government transactions on a National Accounts basis, which in effect reflects 
the charging of all government outlays, including capital outlays, to current 
expenditures. (Table 3-16 shows the figures for the year 1961). 


It is also useful, on the financing of investment (or saving) side, to 
distinguish between private sector saving (persons and unincorporated business 
enterprises, and corporate and government business enterprises), government 
sector saving, and non-resident saving. While by far the greater part of saving is 
generated by the private sector, the role of the government sector and of the 
non-resident sector in the saving-capital formation process is highly significant. 
It is of interest to note that private sector saving as a percentage of Gross 


TABLE 3-16. Gross Capital Formation (Demand for Saving) and Sources of Saving 


1961 
ie 
millions of dollars 
Gross fixed capital formation (Tables 2, 11, 15, 19, 23): 
Governmenteerr, 2 so 5 eden eee re ea ee eee ea 1,674 
BUSINESS So ree alto cat ed hu coer nes ene ect et a a een ea 6,718 
Value of physical change in inventories (Tables 2, 11, 15, 19, 23): 
GOVEENMEMEC Tc 25t, ot eerie ee POOR den Cae REE one eee 8 
BuUSiness: bo Sy bal icp eee ee ee ay oe ee, ee 108 
Residualxerroroiestimate sy aerate ace ee ee — 142 
Totalkgross capital formation ap. ccr scr cect es er scene a hettew ene tee 8,366 
Sources of saving 
Private sector saving: 
Persons and unincorporated business (Table 14)............... 2,389 
Corporate and government business enterprises (Table 22)! ........ 4,274 
‘LOA cus ewe, ot ottcelc agape Be Gr Ghd SCORN SEER EL tte aN 6,663 
Government sector saving (Tables 18, 43): 
Gross'capitaliformationl(Gastabovc) meatus ae eee ete ee es 1,682 
Surplus (+) or Deficit (-) on all government transactions? ......... — 835 
TP Gtal eer teWed srs were yeCaey 6 Slee oR ORR Een Medien Met ae eaten ee 8473 
Non-resident sector saving (Table 26): 
Deficit of Canada on current transactions with non-residents ....... 856 
TOtalSOurCes OF SAVING 207. clswen ake (ooo cele were) ote seen eee 8,366 


' Includes residual error of estimate arbitrarily assigned to this sector. 
2 Reflects charging of government gross capital formation to current expenditures. 
3 An alternative presentation of government sector saving would be as follows: 
Total revenue less total current expenditure — Tables 18 and43............... 316 
Capital consumption allowances — Tables 18 and 43 .................... 531 
Tal iso. /o jo 6cspeuere ein fee a cen yeo, sisvcedie” sh 5, toe ohn eae er 847 
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National Product has tended to show a remarkable degree of stability over long 
periods of time, while government sector saving and the degree of Canada’s 
dependence on saving from abroad has tended to fluctuate more widely. 
(Chart 3-2). 


Table 3-16 draws together the information contained in Tables 10 and 11 
of Volume 1, with the data organized along the lines suggested in the foregoing 
discussion. While there are many ways of re-arranging and recombining the 
saving-investment figures, this particular presentation provides a useful over-all 
summary view. 


Sources of Saving to Finance Gross Capital Formation 
as a Percentage of Gross National Product 


Private Sector Saving 
20 (Persons and Business) 20 


Non-Resident Sectar Saving 
6 (Deficit on Current Transactions with Non-Residents) (I) 


Government Sector Saving 
(Including Government Capital Formation) 


VY Government Surplus (+) or Deficit (—) on All Transactions 
Relating to the National Accounts (@ 


1950 1953 1956 1959 1962 1965 1968 i971 72 


(1) in 1952 and 1970,the Balance on Current Transactions with Non-Residents was in Surplus. 
(2) Reflects Charging of Government Gross Capital Formation to Current Expenditures. 
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A Concluding Comment 


The Bibliography at the end of this report sets out some of the more 
important references in the field of National Income theory and concepts. 
Much of this literature is concerned with the basic design of National Income 
accounts as presently developed in the industrialized countries, but some of it 
explores the possibility of major new departures which would involve 
significant modifications to the present system. In recent years, for example, 
partly reflecting current concerns with economic growth, environmental 
deterioration, and the quality of life, a good deal of discussion has focussed on 
what are regarded as inadequacies in the existing framework from the point of 
view of measuring social and economic welfare. (This matter was discussed 
briefly in Chapter 1.) Thus, the failure of the Accounts to reflect the “costs” 
or unwanted side-effects of economic growth such as air and water pollution 
and other forms of environmental deterioration has received wide-spread 
attention. It is suggested by some that these “‘costs’’ or diseconomies should be 
measured and that the Gross National Product should. be correspondingly 
reduced to reflect the negative effects of economic growth. Such an approach 
would take the Accounts far into the welfare field (which they do not 
presently purport to measure) and into major areas of non-market activity. At 
the same time, it has been suggested that the distinction between consumption . 
and capital formation is unsatisfactory, and that there are grounds for 
extending the definition of capital to include intangibles such as investment in 
education and knowledge, as well as investment in the stock of durable goods 
in the hands of consumers which yield economic services over long periods of 
time. These and a good many other matters relating to the construction and 
use of National Income accounts continue to be under active debate in the 
literature. 


A discussion of these issues would go far afield and well beyond the 
intended scope of this report, which is to describe the existing system which has 
been developed since the end of the war. Needless to say, the issues raised are 
large, and most of them would involve major changes to the existing structure 
if they could in fact be implemented. The introduction of welfare 
considerations in particular would alter the basic nature of the system, which is 
to describe and measure market-oriented activity taking place in the 
money-exchange economy. Users of the Accounts may wish to be aware, 
however, that a good deal of work has been done to explore and better 
develop the basis for understanding and coping with these questions.32 It is 
by no means agreed among national income statisticians that all of these 
matters are capable of being dealt with within a formally structured system of 
Accounts, or even that they should be. But research into these areas is 
important in its own right, whether or not the results are eventually 
incorporated into a re-structured set of National Income and Expenditure 
Accounts at some future date. 


32 See for example, The Design of Economic Accounts, by Nancy and Richard 
Ruggles, National Bureau of Economic Research, New York, 1970; Education, Income and 
Human Capital, by W. Lee Hansen (Editor), National Bureau of Economic Research, New 
York, 1970; On the Measurement of Economic and Social Performance, by F. Thomas 
Juster, 50th Annual Report of the National Bureau of Economic Research, 1970; and 
recent Annual Reports of the NBER reporting on its research program. See also, discussions 
in Economic Accounts of the United States: Retrospect and Prospect, Survey of Current 
Business, U.S. Department of Commerce, Washington, D.C., July 1971. These and other 
source references are listed in the Bibliography. 


CHAPTER 4 


FOUR SECTORS OF THE ECONOMY: THE SECTOR ACCOUNTS SYSTEM 


The previous chapter has outlined the broad conceptual framework of the 
National Income and Expenditure Accounts and described the principal 
measures of aggregate output and their components. Underlying the derivation 
of these basic aggregates is a vast network of transactions which reflects the 
flows of income and expenditure taking place among different parts or sectors 
of the economy. The present chapter describes the organizing system which 
summarizes this flow of information and reduces it to an orderly and 
manageable set of statistics — statistics in the form of a set of accounts suitable 
for analyzing the operation of the economy and for showing the 
inter-relationships among its various parts. 


Sectors 


In the construction of a system of sector accounts, the economy is 
viewed as consisting of four separate groups of transactors or sectors. These 
are: persons, governments, businesses, and non-residents — each representing a 
class of transacting unit which is separately distinguishable from other groups 
of transactors on the basis of the particular role or function which each group 
occupies in the operation of the economy. Thus, the personal or household 
sector is essentially concerned with the transactions of members of the 
community in their capacity as final consumers. The government sector is 
focussed around the transactions of the public authorities (all levels of 
government) as they relate to taxation and public expenditures. The business 
sector encompasses that group of transactors who produce goods and services 
for sale at a price which is calculated to cover costs and yield a profit (this 
profit-motivated “‘business enterprise” groups of transactors produces the bulk 
of the nation’s output). All three of these sectors or group of transactors are 
motivated and behave in ways which are relatively homogeneous within groups 
but are essentially quite different between groups. This principle of 
homogeneity of transacting groups from the standpoint of motivation and 
behavior is a major basic idea behind the division of the economy into separate 
sectors. 


The fourth sector — the non-residents sector — groups together the 
transactions taking place between Canada and the rest-of-the-world. In this 
particular instance, the principle of grouping together transactors in 
accordance with the similarity of their economic behavior and motivation 
cannot be followed. This is because the transactors involved are in reality the 
business, personal, and government sectors of the national economy and the 
economies of the rest-of-the-world, and the motivation and behavior of these 
sectors are different regardless of whether the transactions take place 
internally or with the rest-of-the-world. The treatment of setting up a separate 
‘sector to show transactions with non-residents simply meets the practical test 
of facilitating the analysis of economic inter-relationships in these Accounts. 


It will be recalled that in the preceding chapter, in the discussion of Gross 
National Expenditure, there were four major types of users of the nation’s 
production identified — consumers, governments, business enterprises, and 
non-residents. The classificatory system underlying the present set of sector 
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accounts represents an extension and modification of this four-way view of the 
economy. It builds upon the definitions and principles underlying this 
four-way classification of the uses of the nation’s output, but (primarily for 
statistical reasons) it does not follow exactly the precise lines of these sectoral 
arrangements, as will be indicated later in this chapter. 


The four main sectors of the economy which provide the major markets 
for the nation’s output and which constitute (with some modification) the 
organizational basis for the sector accounts system are defined as follows: 


Persons 


The personal sector includes all persons, households, and _ private 
organizations which are not established for the purpose of making a gain, e.g. 
charitable institutions, labour unions, professional organizations, fraternal 
societies and universities. Private pension funds are also included in this sector. 
The homogeneity of the personal (or household) sector suffers somewhat from 
the inclusion of the transactions of private non-commercial institutions, 
although this relatively small group of transactors operates essentially as 
“associations of individuals’. 


Governments 


The government sector includes all general government departments and 
agencies — federal, provincial and local, including hospitals and the Canadian 
and Quebec Pension Plans — which are non-commercial in nature. Government 
enterprises which operate on a profit or cost recovery basis and are thus 
broadly similar in their motivation to a private business enterprise are included 
in the business sector. Activities of governments of a non-budgetary nature 
which do not come within the definition of a government business enterprise, 
such as transactions arising out of the Unemployment Insurance Fund and the 
Old Age Security Fund, are included in the government sector. 


Businesses 


The business sector includes all transactors who operate for gain, 
including corporations, unincorporated business enterprises, independent 
professional practitioners, and government business enterprises. The basic 
characteristic is that these transactors produce goods and services for sale at a 
price which is intended to cover the cost of production. There are, however, 
some special cases where part of the activity of a non-business group of 
transactors is considered to be business activity. Persons who own residential 
dwellings are assumed to.be operating as business enterprises (landlords) with 
respect to their housing activity whether or not they occupy their own 
premises. Similarly, private non-commercial institutions are assumed to be 
operating as business enterprises when they undertake the construction of new 
buildings. Thus, all capital formation, apart from government capital 
formation, is defined to take place in the business sector. Government capital 
formation is included in the government sector. 


=3 (O05 
Non-residents 


The non-residents’ sector includes the transactions of the 
rest-of-the-world with Canadian residents. In this context, Canadian residents 
are defined as individuals, and institutions such as government agencies, 
corporations and non-profit institutions which are normally resident in 
Canada.! 


Types of Accounts 


Broadly considered, there are three main types of economic activity 
covered in the National Income and Expenditure Accounts — production; 
consumption; and capital formation (saving). In principle, it is possible to 
construct an account corresponding to each of these three basic types of 
economic activity, for each of the above four sectors of the economy. Thus, it 
would be possible in principle (if all the necessary information were available) 
to build a system of sector accounts which would include a production 
account for each of the four sectors, a consumption account for each of the 
four sectors, and a capital formation account for each of the sectors, as in the 
following schema: 


Persons Governments Businesses Non-residents 


Production Account —Expenses incurred in production, and Receipts 
from sales of goods and services produced. 
(Operating surplus or “‘profit’’). 


Consumption Account —Operating surplus or “profit” on production 
account plus income from other sources, and 
Current Outlays for all purposes. (Saving). 


Capital Formation Account —Sources of saving to finance gross capital 
formation, and Disposition of saving as gross 
capital formation or acquisition of financial 
assets (Net lending or borrowing). 


In such a system, the production account would correspond broadly to 
the operating account of a business firm. (The main production account in 
such a system would be that of the business sector, where over 80% of the 
nation’s production originates.)2 In it would be recorded, on the expenditure 
side, current costs of production such as wages and salaries, rents, interest 


1 It may be noted that Canadian branches and subsidiaries of foreign corporations are 
considered as Canadian residents with regard to their transactions both in Canada and with 
the rest-of-the-world. Their purchases from Canadian residents do not go through the 
Balance of Payments but are regarded as transactions taking place between residents of 
Canada. Their purchases from the rest-of-the-world are regarded as transactions with 
non-residents and are considered as imports of goods and services. However, to the extent 
that earnings represent returns to non-resident factors of production (e.g. interest and 
dividends paid on capital invested by non-residents), these earnings are excluded from the 
National Income as earnings accruing to the non-resident sector. 

2 See the Appendix to this chapter. 
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charges, depreciation costs and indirect taxes incurred in the course of 
producing goods and services. On the receipts side, revenues from current sales 
of goods and services would be recorded as well as any additions to the value 
of inventory stocks. (Inter-business purchases and sales of goods and services 
would not be recorded since for the economy as a whole these transactions 
cancel out.) The balance would represent the ‘“‘operating surplus’’, “‘profit” or 
“net income” earned on production account, to be carried down into the 
sector’s consumption (or income and outlay) account. The “saving” on 
consumption (or income and outlay) account in turn would provide a source 
of saving for financing the sector’s gross capital formation. 


There are various ways in which the sectoral divisions of the economy can 
be drawn, and various combinations in which the three types of accounts can 
be presented. In the Canadian sector system adopted here (shown 
diagrammatically in Chart 4-1), there are two basic modifications made to the 
design of the system of sector accounts described in the above example: 


(a) production accounts are not provided for the various sectors of the 
economy. Only a production account for the economy as a whole is. 
shown; and 


(b) the transactions of unincorporated businesses are consolidated with the 
transactions of persons rather than with the transactions of business, 
because of the problem of distinguishing between withdrawals of net 
income for personal use and net income retained in the business. In other 
words, the transactions of the persons and business sectors of the 
economy are re-grouped so as to create a “‘persons and unincorporated 
business sector” and a “‘corporate and government business enterprise 
sector’. 


The main tables of Gross National Product and Expenditure (Tables 1 
and 2 of Volumel), and The Consolidated Production Account (Tables 8 and 
9 of Volume 1) are in effect production accounts for the entire economy — for 
all of the four sectors (as modified) taken together (Chart 4-1). The 
construction of separate production accounts for each of the four sectors of 
the economy would add no essential information which cannot be presented in 
other ways. Accordingly, in these Accounts, the sector system is developed in 
terms of a set of income and outlay accounts together with an associated set of 
capital finance (or capital formation) accounts, both of which are described 1 in 
later sections of this chapter. 


Types of Transactions 


A word needs to be said at this point about types of transactions. There 
are two basic types of transactions distinguished in these Accounts — 
transactions which take the form of requited payments involving a two-way 
exchange between transactors, in which there is a “quid pro quo”; and 
transactions which take the form of unrequited payments involving a unilateral 
transfer in which there is no “‘quid pro quo”’. 
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THE CANADIAN SYSTEM OF 
NATIONAL INCOME AND EXPENDITURE ACCOUNTS 


PRODUCTION ACCOUNT 
FOR 
ENTIRE ECONOMY 


Tables 1 and 2 
Tables 8 and 9 


(Gross National Product) 


(Gross Domestic Product) 


Income and Outlay 


Income and Outlay 


Persons and 
Unincorporated 
Business 


Tables 12 and 13 


Capital Finance 


Persons and 


Income and Outlay 


Government 


Tables 16 and 17 


Capital Finance 


Government 


Corporate and 
Government Business 
Enterprises 


Tables 20 and 21 


Capital Finance 


Corporate and 
Government Rusiness 


Income and Outlay 


Non-Residents 


Tabac ween andes 


Capital Finance 


Non-Residents 


Unincorporated 
Business 


Tables 14 and 15 


Enterprises 


Tables 22 and 23 


Tables 18 and 19 


— 


Tahles 26 and 27 


CONSOLIDATED CAPITAL FINANCE ACCOUNT 


(Finance of Gross Domestic Capital Formation) 


Tables 19 and 11 


Jed 


Requited payments fall into three classes: payments for goods and 
services received (e.g. personal expenditure on consumer goods and services); 
payments to factors of production (e.g. wages and salaries, profits and rents); 
and payments in exchange for financial assets (e.g. lending involving the 
acquisition of bonds or mortgages, or direct purchases of equity stocks). 
Transactions of the latter class (involving financial assets) appear here only in 
the capital finance accounts, as consolidated net lending or borrowing. 


Unrequited transactions, or “transfer payments” are divided into two 
classes: current transfers, involving a re-distribution of incomes earned in the 
course of current production (e.g. welfare-type transfers from governments to 
persons, or tax transfers from persons and businesses to governments); and 
capital transfers. Almost all transfer payments in these Accounts are “current” 
transfers. However, one class of transactions — migrants’ funds and 
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inheritances (both receipts and payments) — are defined as capital transfers 
since they are more closely identified with transfers of accumulated wealth 
than with transfers of current income from productive activity. 


As was indicated in Chapter 3, only requited payments in the form of 
payments to factors of production or payments for goods and services enter 
into the Gross National Product and Expenditure. Such requited transactions 
measure, on the one hand, the incomes generated in the course of current 
production, and on the other hand, the sale of this production to final users. 
Unrequited payments in the form of current transfers simply represent a 
re-distribution of the incomes earned in current production and do not add to 
the total of the national income. 


Income and Outlay Accounts 


The income and outlay accounts presented here are designed to record, 
on the income side, the “operating surplus’, “profits” or “net incomes” 
earned on production account, and all other classes of income received by each 
sector from various sources — wage and salary earnings from direct 
participation in productive activity, earnings distributed from other sectors 
such as interest and dividends paid out to persons by business, and income 
received in the form of unrequited current transfers from other sectors. On the 
expenditure side, all of the current outlays of each sector are recorded — 
outlays in the form of current expenditures on goods and services, transfer 
payments including payment of taxes, and distribution of earnings (interest 
and dividends). The balance, representing the “saving’’ of each sector on 
income and outlay account, is carried down into the sector’s capital formation 
account as a source of finance for gross capital formation. 


Persons and Unincorporated Business (Tables 12 and 13 of Volume 1) 


The income of the persons and unincorporated business sector (Table 12) 
includes all forms of labour income, distributed earnings in the form of 
interest and dividends received, various types of miscellaneous investment 
income, and income in the form of current transfers, mainly from government. 
In addition, all of the net income of unincorporated business proprietors 
(including farm operators) is included with the income of this sector — not 
simply withdrawals of income for personal use. For this particular group of 
transactors, withdrawals of earnings for personal use cannot be separated from 
the earnings retained in the business.3 


3 If the net income of unincorporated business proprietors could be broken down 
between withdrawals for personal use and earnings retained in the business, it would be 
possible in principle to construct income and outlay accounts for the personal and business 
sectors aS separate entities. In this case, the total net income of unincorporated businesses 
would be shown on the income side of the business income and outlay account, with the 
distributed portion entered as an outlay in this account, and as income in the income and 
outlay account of persons. The present treatment means that personal saving as shown in 
the income and outlay account of persons and unincorporated business contains an 
unidentifiable amount of business retained earnings. 
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The outlay side of this account (Table 13) includes all of the 
consumption expenditures of households — all expenditures by persons for 
consumer goods and services, including the expenditures of unincorporated 
business enterprisers in their capacity as consumers. In addition, all tax 
payments from the personal and unincorporated business sector to the 
government sector, and some other payments of a transfer nature, are entered 
as outlays in this account. The balance, representing personal saving, is 
transferred to the capital formation account of the sector as a source of 
finance. 


Corporate and Government Business Enterprise (Tables 20 and 21 of 
Volume 1) 


The corporate and government business enterprise income and outlay 
account (Tables 20 and 21) is essentially an account for recording receipts of 
business income by the business sector (excluding the net income of 
unincorporated business enterprises), and showing how this income is 
distributed. The major source of income for this sector is the “‘profit” earned 
on production account, but other sources of income include transfer 
payments, investment income and capital assistance from government. On the 
outlay side, this account shows how the income of the sector is distributed — 
to shareholders and debt-holders as dividends and interest, to other groups as 
distributed earnings, to governments in the form of tax payments, and to the 
personal sector in the form of small amounts of current transfers.4 The 
undistributed profits and other unremitted income of this sector represents the 
sector’s saving, which is again carried down into the sector’s capital formation 
account as a source of finance of investment. 


The Government Sector (Tables 16 and 17 of Volume 1) 


In the government sector income and outlay account (Tables 16 and 17), 
the main source of income consists of the tax revenues flowing to the 
government sector — direct taxes levied on businesses and persons, indirect 
taxes, various fees, licences and permits, and withholding taxes on the 
investment income of non-residents. In addition, governments receive a 
substantial amount of investment income in the form of remitted profits of 
government business enterprises and various types of interest and 
miscellaneous investment income. The outlay side of the government account 
includes current purchases of goods and services from business, payments of 
wages and salaries to the government’s own employees, interest on the public 
debt, a great variety of transfer-type payments to persons (such as 
unemployment benefits, family allowances and old age pensions), and 
subsidies to business. Again, the balance representing the sector’s saving (which 
is sometimes negative) is carried down to the sector’s capital formation 
account as a source of finance. 


4 There are no purchases of goods and services shown in this account, since all 
purchases of goods and services by business are either a form of intermediate production, 
payments to factors of production for factor services (which are recorded in the production 
account), or a part of business gross capital formation. The latter is shown in the sector’s 
capital formation account. 


Ba |} 
The Non-residents Sector (Tables 24 and 25 of Volume 1) 


The income and outlay account of non-residents (Tables 24 and 25) 
summarizes the current transactions of the rest-of-the-world with Canada. The 
income side of this account consists of receipts by non-residents from sales of 
goods and services to Canada, receipts of interest, dividends and miscellaneous 
investment income paid by Canada, and receipts of current transfers of income 
from Canada. The outlay side includes payments by non-residents to Canada 
for goods and services purchased, payments of interest, dividends and 
miscellaneous investment income earned by Canadians, and payments 
representing current transfers. The deficit or surplus of Canada on current 
transactions with non-residents is carried into the capital finance account of 
the non-resident sector. 


In this system of accounts, a Canadian deficit represents a net import of 
resources from abroad — a form of non-resident saving which becomes a source 
of financing for gross capital formation. Its counterpart on the financial side is 
a corresponding amount of net borrowing by Canadians from abroad (or net 
lending by non-residents to Canada). A Canadian surplus, on the other hand, 
represents a net export of resources to abroad and constitutes a form of 
Canadian “‘saving’ which has been invested abroad. Its counterpart on the 
financial side is a corresponding amount of net lending by Canadians to ~ 
non-residents. 


The figures appearing as totals in the income and outlay account of 
non-residents correspond closely to the figures of “imports of goods and 
services” and “‘exports of goods and services” in Table 2 of Volume 1. The 
difference is simply that in the income and outlay account of non-residents as 
presented in Tables 25 and 26, current transfers to non-residents and current 
transfers from non-residents are included as part of total payments and receipts. 
In Table 2, such transfer-type transactions are excluded from the figures as 
they do not measure any form of productive activity. 


TABLE 4-1. Payments and Receipts of the Non-resident Sector 


1961 1962 


i 
ay millions of dollars 
Exports of goods and services as per GNE, Table2 .......... 7,624 8,234 
Add: 

Current transfers received from non-residents! ........... 176 190 
Payments by non-residents to Canada as per Table 25......... 7,800 8,424 
Imports of goods and services as perGNE, Table2 .......... 8,480 9,045 
Add: 

Current transfers paid to non-residents? ............... 176 158 
Receipts by non-residents from Canada as per Table 24 ....... 8,656 9,203 


! Withholding taxes, personal-and institutional remittances, and pensions received from abroad. 
2 Official contributions, personal and institutional! remittances, and pensions paid abroad. 


Chart 4-1 provides a diagrammatic view of the sector accounts system and 
the way in which the three basic types of accounts — each corresponding to a 
particular kind of economic activity — are related to each other and to the 
whole. The sector accounts (income and outlay and capital finance) can be 
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consolidated to yield the production account for the entire economy — that is, 
Gross National Product or Gross Domestic Product as set out in Tables 1, 2,8 
and 9 of Volume 1. The capital finance accounts, which flow directly out of 
the income and outlay accounts, can also be consolidated to yield the overall 
consolidated capital finance account shown in Tables 10 and 11 of Volume 1. 


TABLE 4-2. Gross National (and Domestic) Product derived from 
Sector Accounts System 1961 


Components of Gross Millions POS eS Millions 
National Product, of 7 of 
Table 1 dollars Table ane dollars 
{ 

2, 1 ew aet carta 16,343 
i Died OF eee te es 3,382 
12 Ses here ee 80 
ip ot Ane a 594 

Wages, salaries and supplementary la- 
bourmincomess see es ee 20,399 otal... 20,399 
Military pay and allowances ..... 610 12 Aes cet eee 610 
Corporation profits before taxes. . 4,066 20 Te torneo as 5,450 
Deduct: 24 0 SMe EEN — 882 
Dividends paid to non-residents . . — 622 24 SiS oa. oe ests — 140 
Interest and miscellaneous investment 7s Dee seek ees 216 
INCOM Py. ie) i See eet ee stars 1,284 25 Se yaq oreo eae 33 
25 Aes So hoe Ss $1 
MO tale. yack Th eMs te ec e 4,728 Total 4,728 
Accrued net income of farm opera- 12 Le eps 799 
tors from farm production ..... 12 Sl Sar ae 25) 
AWOL Ser eS a aneicn Res omy oe 826 ‘otal? nce 826 

Net income of non-farm unincorpora- 
tedibusiness waar iegee. Seta keen: 3,261 1 Gryced oe. ae 3,261 
Inventory valuation adjustment .. . — 4] 21 | EA Sid «ee —4] 
Indirect taxes less subsidies ...... 16 OF Ate SESo 
17 WR te oie eet Ne — 321 
LO tal meetecectc hack tous aces ecetie cinema 4,838 Potala. 4,838 
Capital consumption allowances and 14 3th eran 1,617 
miscellaneous valuation adjustment 18 Bo ors Sia er aa Spey. 
22 Sy ete oat 2735 
(Otal@eaes oececre ot ees Seok = 4,883 Total 4,883 
Residual error of estimate ....... 142 22 ten ee ate 142 


Gross National Product at market 


PIACCS arg ten ew ewe ost een 39,646 otal) x... 39,646 
Deduct: 

Interest and dividends received 

fLOm ADLOAGE-pereeees oe ae aces — 300 25 2—Siand 4 -: — 300 

Add: 

Interest and dividends paid abroad O22 24 ANC cys coc 1,022 
Gross Domestic Product at market 

prices 40,368 
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Tables 4-2 and 4-3 provide numerical illustrations of the way in which 
the sectors accounts system can be consolidated to yield the Gross National 
(or Domestic) Product and Expenditure, as indicated in the preceding diagram. 


TABLE 4-3. Gross National (and Domestic) Expenditure derived from 
Sector Accounts System, 1961 


Millions Sector accounts Millions 


Components of Gross 


National Expenditure, of of 
Table 2 dollars dollars 
Ey cncat eee 24,720 
spat aee eae $94 
Spe tas os 616 
Personal expenditure on consumer 
OOS andiSeKviCess) sian n ewan 25,930 Ge 25,930 
17 Leatiseeet 2,073 
fe De ee gecme — 486 
ie St, ac eee 33997 
17 A Tee 2 eee Sa 
17 Eee eres rp 96 
Government current expenditure on 
SOOUS ANGISCLVICCS |e aie Eee 6,206 Total. 6,206 
Gross fixed capital formation: 19 Apt seek chara der 1,594 
19 Ding See 80 
GOVErNMeNnt. 215 frac he 1,674 ‘Potals wee 1,674 
IS 1 Aes eee 25256 
23 lie Laker Gee 4,462 
IBUSINGSSs ike s cece er eee ee 6,718 Totals. 6,718 
iS De AY ee — 410 
19 Shara cho dte 8 
23 De BaiRrwon te - 518 
Value of physical change in inven- 
1OLIeSie4c a eee 116 Rotaleeeens 116 
25 \ nesreteteyete 5. 5 7,324 
25 ORT EES 8 216 
DS Beate nek c 33 
25 faerie Pe “Fg $1 
Exports of goods and services .... 7,624 Lotaliewars 7,624 
24 15 ee eee — 6,746 
24 Oe eR TOES: — 616 
24 Bae tao. — 96 
24 Ge Sete oa — 882 
24 51.22 eee — 140 
Deduct: 

Imports of goods and services .. . — 8,480 Totaly oe —8,480 
Residual error of estimate ....... — 142 23 3. ate ee eee — 142 
Gross National Expenditure at market 

DIICES Ata | ee ee ~, 39,646 Totalyaaee. 39,646 
Deduct: 

Interest and dividends received 

fromabroadn. sspears ee ea ee 2;3;and 4): — 300 
Add: 

Interest and dividends paid abroad 4 and 5 1,022 
Gross Domestic Expenditure at mar- 

Ketipricesta se teuease: 2) ..5, become otal. 40,368 
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Capital Finance Accounts 
(Tables 14, 15, 18, 19, 22, 23, 26 and 27 of Volume 1) 


The capital finance accounts record the saving and investment 
transactions of each sector of the economy. They also provide the link from 
the National Income and Expenditure Accounts to the Financial Flow 
Accounts system published by Statistics Canada.5 


In these capital accounts, the net saving or undistributed earnings carried 
down from each sector’s income and outlay account is combined with the 
sector’s capital consumption allowances to yield gross saving for the sector. 
This amount represents the total saving available to the sector for adding to 
wealth — that is, for investing in physical assets in the form of fixed capital or 
inventories, or for investing in financial assets in the form of acquisitions of 
financial claims, (i.e. net lending). 


Table 44 shows these relationships. Thus, in Table 4-4. the saving of the 
persons and unincorporated business sector of $2,389 million in 1961 was 
available to finance the sector’s investment in physical assets (gross capital 
formation) of $1,846 million. The balance, or most of the balance, was 
available for investing in financial assets — in other words, for lending to other 
sectors. 


Similarly, in Table 4-4, the total saving of the corporate and government 
business enterprise sector of $4,274 million was available to help finance the 
sector’s gross capital formation of $4,980 million. But it was also necessary, in 
this case, to draw on the savings of other sectors to the extent of some $500 to 
$600 million in the form of net borrowing (or negative lending). The corporate 
and government business enterprise sector did not generate enough of its own 
saving to finance its investment in physical assets and had to resort to 
borrowing. The government sector was also a net borrower from other sectors 
in 1961. Its saving was $847 million, but its financing requirements for gross 
capital formation amounted to $1,682 million, leaving a deficit of $835 
million to be financed. The shortfall in the savings availabilities of these two 
sectors combined in 1961 was met in part by net lending to Canada by 
non-residents — net lending which corresponds broadly to Canada’s deficit on 
current transactions with non-residents in that year. 


5 The net lending or borrowing of each sector, representing the surplus or shortfall in 
the sector’s saving with respect to its financing requirements for gross capital formation, 
provides the basic link to the Flow of Funds system. The latter set of accounts shows the 
changes in financial claims underlying this net lending or borrowing. See Financial Flow 
Accounts, 1962-67, Catalogue 13-530 (occasional) and Financial Flow Accounts, Catalogue 
13-002 (quarterly). 


It should be noted that in the capital accounts, the amount of saving available after 
financing gross capital formation in the persons and unincorporated business sector and in 
the corporate and government business enterprise sector is denoted as “‘net lending plus net 
purchase of existing non-financial assets”. The inclusion of net purchases of existing 
non-financial assets with net lending (or net acquisition of financial assets) reflects the fact 
that this final element in the disposition of saving is calculated residually. Because purchases 
of existing non-financial assets do not appear anywhere in the expenditure flows in the 
National Income and Expenditure Accounts, the estimates of total saving include these 
amounts. Thus, any “residual saving’? after accounting for the financing of gross capital 
formation (or other specified outlays) will include purchases of existing non-financial assets 
as well as acquisitions of financial assets (net lending). 
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TABLE 4-4. Sources and Disposition of Saving, 1961 


Consolidation of Sector Capital Finance Accounts 


Millions Millions 
Source of saving of Disposition of saving of 
dollars dollars 


Persons and unincorporated busi- 
ness, Table 15: 
Gross capital formation (lines 1 


arid:2 i. fees, Gabe ewer 1,846 
Capital transfers (line 3) .... 72 
Net lending, etc. (line 4) .... 471 
Persons and unincorporated busi- 
ness (Table 14, line 4)...... 2,389 Totaleniegisle o.2stsies ares 2,389 


Government, Table 19: 
Gross capital formation (lines 1, 


Zand Vee nck oe tane eee 1,682 
Surplus (+) or deficit (—) (line 4) — 835 
Government (Table 18, line 3) . . 847 EO talon aus Sicove ooswe east tren 847 


Corporate and. government busi- 
ness enterprise (Table 23): 
Gross capital formation (lines 1 


ANd 2) cca Sa? dose tace ee 4,980 
Residual error (line 3) ..... — 142 
Net lending, etc. (line 4) ... — 564 
Corporate and government busi- 
ness enterprise (Table 22, line 7) 4,274 Total tedsenesrs, «s.« 3 <a cones 4,274 


Non-residents, Table 27: 
Net lending to Canada by non- 


dents: (ince) i arene 928 
Less capital transfers (Table 26, 
lines?) getter ee ees. Soe eee —72 
Non-residents (Table 26, line 1). . 8561 TOtal )-04 2.4 a ee 856! 
Total saving available from all Total disposition of saving (Table 
sources (Table 10) ...... 8,366 (BD ie crcres. cat 4 kara Che 6 8,366 


1 Net capital transfers to non-residents of inheritances and migrants’ funds are omitted from the 
totals in this consolidation of the capital finance accounts of the four sectors. Such capital transfers are 
unrelated to saving and investment originating in the current income and expenditure flows in these 
Accounts. 


It will be observed in Table 4-4 that the net borrowing and net lending 
transactions of the four sectors of the economy with each other are 
completely offsetting. Thus the two sectors which engaged in net lending — 
the persons and unincorporated business sector, and the non-residents sector — 
together made available $1,399 million to finance the savings shortfall of the 
other two sectors. The amount borrowed by the corporate and government 
business enterprise sector, and the government sector, to meet the shortfall in 
their savings requirements was also $1,399 million. In adding up the 
disposition of the saving side of Table 4-4, these inter-sectoral lending and 
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borrowing transactions therefore cancel out, and what is left is simply the total 
of gross capital formation for the four sectors combined. As can be seen from 
Table 44, this total is equal to the sum of the savings of all four sectors as set 
out in the “‘sources of saving”’ side of the account. 

It should be noted that the transactions covered by the terms ‘“‘net 
lending” or “net borrowing” as used in connection with these capital accounts 
are not restricted to changes in the structure of debt holdings only, but include 
changes in equity holdings as well. The terms are defined here in the broadest 
sense to encompass changes in all types of holdings of financial assets which 
have the effect of transferring savings, through the operation of financial 
markets, from one sector of the economy to another. 


As was indicated earlier, the capital finance accounts of the four sectors 
can be consolidated to yield the totals of saving and investment (capital 
investment) set out in Tables 10 and 11 of Volume 1. Table 4-4 illustrates the 
way in which this consolidation is carried out. 


The Appendix to this chapter provides a table showing an allocation of 
Gross National Product according to the amount originating in each of the 
four main sectors of the economy. Each sector’s contribution to production is 
measured by the factor costs and other expenses which originate in the sector. 
The allocation is somewhat approximate because a small amount of indirect 
taxes assignable to the personal and government sectors is included in the 
business sector in this table. These latter amounts are not separately 
identifiable in the statistics. It will be clear, however, that the overwhelmingly 
greater part of Gross National Product originates in the business sector — well 
over 80%. A significant part of Gross National Product originates in the 
government sector (well over 10%), with only a minor part originating in the 
personal sector. These orders of magnitude are based on the year 1961, but 
up-dating the figures to 1972 would not change these conclusions in any 
significant way. 


APPENDIX TO CHAPTER 4 


Allocation of Gross National Product originating by Sector, 1961! 


Millions 
of 
dollars 
Personal sector: 
Wages, salaries and supplementary labour income (Table 8, line 5) ... . 594 
Business sector: 
Wages, salaries and supplementary labour income (Table 8, line 1) .... 16,343 
Net income of non-farm unincorporated business including rent (Table 8, 
UY a 9) Ser Ane ee RA eee mmr OES CA Ae nth BARRA A OGLE Gly, Yaretite 3,261 
Accrued net income of farm operators from farm production (Table 8, 
lines'*/‘and 8) (eo e.x ge t,o SEA a, A er Pape ee 826 
Profits and other investment income (Table 8, line9) ........... 5,450 
Inventory valuation adjustment (Table 8, line 10) ............. = 41 
Capital consumption allowances, etc.: 
Persons and unincorporated business (Table 8,line 13) ......... 1,617 
Corporations and government business enterprise (Table 8, line 15). . 2,735 
Indirect taxes less subsidies (Table 8, lines 11] and12) ........... 4,838 
(Eo talinge 34-48. bade Sse ieg Strays. Pee eee Oe Re Loh lem eonrers 35,029 
Government sector: 
Wages, salaries and supplementary labour income: 
Current (rable Sine) ce ee ee a 3,382 
Capitalt(Tabte: 8-line 3) eee h. ears eee cate ce ns ee 80 
Military pay and allowances (Table 8, line 4)................. 610 
Capital consumption allowances (Table 8, line 14) ............. S31 
(Potable). tele se dnd seater tos partes oe Tae Cer 4,603 
Non-resident sector:2 
Interest and dividends paid by non-residents: 
Deibusiness (Table Ssahnew@ane. a ie ee ee 216 
Fowovernments(hables25. 1iness) maeuee eae ae nee 33 
‘BoipersonsGrable225. line 4) mw. ee on are er eee $1 
Total nah si you cncbotks (aye coke lee teured see eto ORES LE ae 300 


Interest and dividends received by non-residents: 
Prom) businessi@hable.24>itine’4))meced ae senses eso eee — 882 


Prom)eovernmentiekable: 24). line. 5))ie) eae eae ee ee — 140 
TOGA f Boge Vera. Bemetecsiee o> ke ee oie A ares — 1,022 
Residual error of estimate (Table 8, line 16) ................ 142 
Gross National Product at market prices (Tables 1 and 2, Volume 1) 39,646 


1 In this allocation, all indirect taxes are treated as originating in the business sector as a business 
expense. In fact, some small amounts of indirect taxes do not originate in the business sector, but should 
be assigned to the personal and government sectors, as in the case of import duties paid directly by persons 
and governments on direct purchases from abroad. In such cases, the indirect taxes do not go through the 
business sector. 

2 This sector would disappear if the allocation were made on a gross domestic product basis, and 
there would be no negative income originating. 


CHAPTER 5 


PERSONS AND UNINCORPORATED BUSINESS 


Introduction 


The four-way system of sector accounts which shows the flows of income 
and expenditure and the capital financing activities taking place among 
different parts of the economy was described in Chapter 4. The present 
chapter and the three following chapters provide a more detailed discussion of 
each of these four main sets of sector accounts which make up the sectoring 
system. The aim is to give a more complete description of the content of the 
sectors, the definitions of the component aggregates, and the sources and 
methods which underlie the statistical estimates in the income and outlay and 
capital finance accounts of each sector. 


In many cases — indeed, in the great majority of cases — the statistical 
estimates in these Accounts cannot be taken directly from basic source 
material published in the reports of Statistics Canada or other agencies. The 
estimates are typically derived by drawing upon and combining a wide variety 
of source information, using procedures which frequently involve many 
adjustments to published information to bring it to a basis which accords with 
the concepts and definitions underlying the Accounts. To assist users in 
identifying the sources of the data which enter into the construction of the 
estimates, the titles of the various publications which are used are given in this 
and the following chapters, together with their catalogue numbers, as set out 
in the Statistics Canada Catalogue. 


The persons and unincorporated business sector is essentially concerned 
with the transactions of members of the consuming public in their capacity as 
receivers of income and as final consumers. The sector includes mainly the 
transactions of Canadian households and individuals, but the transactions of 
unincorporated business enterprises — self-employed persons such as individual 
farmers, independent retailers, professional practitioners, and other working 
proprietors who operate their own businesses — are also included in this sector 
because of the difficulty of separating the income withdrawn for personal use 
from the income retained in the business. Thus, as was indicated in Chapter 4, 
all of the income earned by unincorporated business enterprises is included 
with the income of the sector, and not simply withdrawals of income for 
personal use. Since the consumption expenditures of unincorporated business 
enterprisers are included with personal expenditure on consumer goods and 
services in the outlay account of this sector, one effect of this treatment is to 
include in personal saving an unidentifiable amount of business undistributed 
earnings. An additional effect is to include in the capital finance account of 
the sector the gross fixed capital formation of unincorporated business 
enterprises and the value of physical change in farm inventories and grain in 
commercial channels.! The bulk of housing outlays is also included in the 
capital finance account of the sector. 


1 Changes in inventories of non-farm unincorporated businesses should also be 
included, but the necessary data are not separately identifiable in the inventory statistics. 
The amounts are consolidated with the changes in total non-farm business inventories in the 
capital finance account of the corporate and government business enterprises sector, Table 
= 


aw. 
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In addition to persons and unincorporated businesses, this sector also 
includes private non-commercial institutions serving persons; private pension 
funds; and some aspects of the transactions of insurance companies. 
Transactions associated with hospital and medical care services also warrant a 
special note here because of changes in the institutional arrangements for 
administering such services which have taken place in recent years (see below). 


Private Non-commercial Institutions 


Private non-commercial institutions included here cover all private 
institutions and agencies serving persons which do not operate on a 
profit-oriented basis and whose fees or service charges may not always cover 
total costs.2 Such institutions include labour unions, professional 
organizations, fraternal societies, churches and charitable institutions, and 
universities. These organizations are regarded as groups of persons or 
“associations of individuals’? acting collectively for the benefit of the 
community or part of the community. The revenues of non-commercial 
institutions consist of fees from the sale of services; gifts from government, 
business and individuals; and investment income. The value of their services 
cannot be taken as equivalent to the fees received, as in the case of ordinary © 
business enterprise, since these fees do not usually cover all expenses and are 
not expected to do so. Nor is it logical to assume that the value of their 
services is equivalent to the total of fees, gifts, and investment income 
combined, since this amount will not necessarily correspond to the services 
rendered to the community in the accounting period-in question. 


The solution to measuring the contribution of such organizations to 
national output is to regard the operating expenses of these institutions as 
expenditures of “associations of individuals” and to include them in personal 
expenditure on consumer goods and services. Wages and salaries paid to the 
employees of these institutions are included in the National Income and in the 
income of this sector. The investment income of these institutions is treated as 
if it accrues collectively to the association of individuals and is included with 
the investment income of persons. Under this treatment, the saving of these 
institutions is thus consolidated with personal saving. Gifts to these 
institutions from governments and from business are included with transfer 
payments to persons. Gifts to these institutions from individual persons are 
simply inter-personal transfers which cancel out and which do not affect the 
income or outlay totals of the sector. 


Private Pension Funds 


The transactions of private pension funds (and certain government 
trusteed pension funds) are also included in this sector. Wages and salaries paid 
to persons are calculated in these Accounts before the deduction of employee 
contributions to private pension funds. The contributions of employers to 
these funds are treated as supplementary labour income, and the investment 
income of such funds is included as income accruing to persons. Thus, all 


2 The transactions of private non-commercial institutions which provide services to 
the business sector (e.g., trade associations and some private research organizations) are 
consolidated with the accounts of the corporate and government businessenterprises sector. 
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income of private pension funds is included in the income account of this 
sector. The benefits paid from private pension funds are not explicitly recorded 
in the income and outlay accounts of this sector since they cancel out — the 
outlay of one group of “persons” — the pension funds — being offset by the 
income received by another group of “‘persons” — the pension beneficiaries. 
Payments for goods and services made out of private pension benefits are of 
course included in personal expenditure on consumer goods and services. 
Under this treatment, therefore, the “‘saving’ of the pension funds and of 
pension fund beneficiaries becomes consolidated with the overall figure of 
personal saving. 


By contrast, the transactions of social insurance funds (such as 
unemployment insurance and old age pensions) and government non-trusteed 
pension funds for its own employees are included in the government sector. In 
the accounts of the persons and unincorporated business sector, employer and 
employee contributions to such funds are implicitly recorded as part of the 
income of the sector,3 but are transferred through the outlay account to the 
revenue side of the government sector account as a transfer payment (tax 
outlay) from persons and unincorporated businesses to government (line 6, 
Table 13). The investment income of such funds is also included with the 
revenues of the government sector. The outpayments from such funds are 
treated as government transfer payments to persons. 


It may be noted that the interest credited to persons on federal 
government annuities is included with the income of the persons and 
unincorporated business sector. Purchase of these annuities more closely 
resembles privately arranged and administered pension fund activity than 
government sponsored and administered pension and social insurance schemes. 


Insurance Companies 


The contribution to output of various types of insurance services 
purchased by persons (life, accident, theft, personal property, casualty, and 
automobile) cannot be measured by simply taking the payments (premiums) 
for such insurance as equal to the value of the insurance service, since the 
premiums include moneys to be disbursed in the form of claims either in the 
same year or in future years. Since the premiums paid and the claims received 
constitute to a large extent simply a redistribution of income within the 
persons and unincorporated business sector, both premiums and claims are 
ignored in these Accounts. The value of the service of the institutions which 
facilitate this process of redistribution is measured by their administrative 
expenses, i.e., premiums minus claims, which are included in_ personal 
expenditure on consumer goods and services. 


Life insurance companies and fraternal societies have, however, an 
additional characteristic which must be considered in their treatment in the 
Accounts. These institutions not only redistribute income of persons, but they 
also perform a saving function on behalf of persons. The personal savings 


3 Wage and salary compensation is included as income of the sector before deduction 
of employee contributions to social insurance and government pension funds. Employer 
contributions to such funds on behalf of employees are also included in the income of the 
sector, as supplementary labour income. 
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accumulated in the life insurance group give rise to investment income which 
accrues on behalf of individuals. In order not to omit this investment income 
from the income of this sector, life insurance companies are treated as 
“associations of individuals’ insofar as their investment function is concerned, 
and their investment income is included in the “interest, dividends, and 
miscellaneous investment income” of this sector (Jine 9, Table 12). The 
administrative expenses of life insurance companies include the investment 
expenses of these companies, i.e., a “fee’” which persons pay to the insurance 
companies for the management of their investments. 


It should be noted that the payment for the services of insurance 
companies as measured through their administrative expenses constitutes the 
purchase of these services from the business sector, and that all factor income 
arising from this activity therefore originates in the business sector. 


Hospital and Medical Care Services 


Until 1961, municipal, lay, and religious hospitals were treated in these 
Accounts as private non-commercial institutions and included in the persons 
and unincorporated business sector. With the introduction of universal hospital 
care insurance under the Hospital Insurance and Diagnostic Services Act of 
1961, the transactions of these institutionswere transferred to the government 
sector beginning in that year.4 Thus, as is described in Chapter 2, the income 
and expenditures of these institutions, and their capital outlays, have been 
consolidated with the transactions of the government sector from 1961 
onward. This change in treatment results in a break in some of the statistical 
series at the year 1961. To assist users who may require the information, 
separate figures on the income and outlay transactions of public hospitals are 
shown separately in the government supplementary tables (Tables 43 to 52). 


During the 1960’s and early 1970’s, institutional changes also occurred in 
the administration of medical care services. Prior to the advent of publicly 
administered medical care schemes, individuals paid for the services of medical 
practitioners either directly or through private insurance plans, and the outlays 
in each case were recorded under personal expenditure on consumer goods and 
services (in the outlay account of the persons and unincorporated business 
sector). Since the passage of the Medical Care Act of 1968, each of the 
provinces has entered into an agreement under the Act and medical care 
services are now provided under government administered plans in every 
province. (It should be noted, however, that in a number of the provinces 
universal medical care schemes were in force prior to the passage of this Act). 
As various provincial plans have gone into force, over a period from 1962 to 
1971, expenditures for medical care service in the Accounts have been 
progressively transferred from personal expenditure on consumer goods and 
services to government current expenditure on goods and services. The 
premiums paid by individuals under the various provincial schemes are now 
included as a part of the revenues of the government sector, and in the outlay 
account of the persons and unincorporated business sector, as “‘other current 
transfers to government”’ (line 7; Table 13). 


4 The changes discussed here do not affect government-owned and operated special 
treatment hospitals such as mental hospitals, tuberculosis sanitaria, and veterans’ hospitals. 
These have always been classified to the government sector as part of the activities of 
“general government’”’. 
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The Income and Outlay Account: Income 
(Table 12 of Volume 1) 


The income side of the income and outlay account for this sector 
includes all forms of income received by or accruing to persons and 
unincorporated businesses: wages, salaries and supplementary labour income; 
military pay and allowances; the net income of non-farm unincorporated 
business including rent; the accrued net income of farm operators from farm 
production; interest, dividends and miscellaneous investment income; and 
various forms of transfer payment income — from government (much the 
largest part), from corporations, and from non-residents. It may be noted that 
the sum of these components — that is, the total income of persons and 
unincorporated business — differs in one respect from total Personal Income 
given in Table 4 of Volume 1 (described in the section “Other Income 
Concepts” in Chapter 3). The difference is the item ‘‘Adjustment on Grain 
Transactions’,5 made up of two parts: an allocation of earnings arising out of 
the operations of the Canadian Wheat Board (or in years prior to 1935, of the 
Canadian Cooperative Wheat Producers Limited); and an inventory valuation 
adjustment required to eliminate from these earnings any inventory gains or 
losses. 


The amounts involved constitute retrospective adjustments to the cash 
payments made to farmers by these marketing organizations after all 
transactions relating to particular crop years have been completed. A positive 
entry represents accruals of earnings not paid out to farmers in the year in 
question but received in later years and now re-allocated. A negative entry 
reflects an over-payment of cash to farmers relative to total accrued earnings in 
the year in question. Thus, the adjustment is designed to present farm net 
income on an “accrual”’ basis. 


The following table shows the relationship between Personal Income and 
the total income recorded in the persons and unincorporated business sector 
for the year 1961. 


S Aithough this item is statistically of minor significance for most years, it bears 
emphasis that this is the one statistical difference which could be articulated between the 
income of this sector and Personal Income. In principle, as noted earlier, Personal Income 
should only include the withdrawals of working proprietors. Since this is not possible, the 
assumption is made for purposes of estimating Personal Income that the total income of 
unincorporated business is transferred to persons. 


TABLE 5-1. Relationship Between Personal Income and Income of Persons 
and Unincorporated Business 


ES SFE = SSR SENSES A RSS RE RD OT 
1961 


millions of dollars 


Rersonaliincome™s.Lavle44 Volume} dec. 3 e:5 «8 O cles soe - ccs © seem 30,104 
Add: 
Adjustment for grain transactions, line 8, Table 12, Volume l ..... Di 
Equals: 
Total income of persons and unincorporated business as per Table 12, 
VoOlUImGrlenceeeeee ey Cre iene. Fee eb ee nbs. f Seaeie ee ete 305131 
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Wages, Salaries and Supplementary Labour Income (Table 12, lines 1, 2, 
3 and 5) 


The estimates of labour income are designed to include all compensation 
to Canadian wage-earners and salaried employees for services rendered. The 
total constitutes the largest single component of Gross National Product, 
amounting to well over half of the Gross National Product (Chart 5-1). The 
estimates do not include the earnings of self-employed individuals or partners, 
the income of independent professionals, the net income of farmers, or 
payments to members of the Armed Forces. The latter fits the definition of 
labour income but is excluded here because it is treated as a separate 
component of Gross National Product. 


Wages and salaries, including income in kind (i.e., board and lodging), are 
estimated on a “gross”’ basis, that is, they are reckoned before tax deductions 
and before deduction of contributions by employees to unemployment 
insurance, pensions and other social security schemes. Bonuses, commissions, 
directors’ fees, taxable allowances and retroactive wage payments® are 
included in the year in which they are paid. 


Supplementary labour income is composed of other expenditures by 
employers on labour account that can be regarded as payment for employees’ 
services. Included here are employers’ contributions to private pension funds, 
the Canada and Quebec Pension Plans, employee welfare funds, the 
Unemployment Insurance Fund, and Workmen’s Compensation Funds. 


The estimates of wages, salaries, and supplementary labour income given 
in Table 12 of Volume 1 are shown in Table 5-2 for the year 1961. This total 
is identical to the total appearing in line 1 of Table 1, ‘“‘National Income and 
Gross National Product’’, and the component estimates are identical to those 
appearing in lines 1, 2, 3 and 5 of Table 8, “‘Consolidated Production 
Account’. The industrial distribution of this total (with military pay and 
allowances included, under public administration and defence) is shown in 
Table 29 of Volume 1. The geographic distribution of this total, by provinces 
and other areas, is shown in Table 38 of Volume 1. 


6 As a practical matter it is not possible to allocate retroactive wage payments to the 
period in which they are earned. 


TABLE 5-2. Wages, Salaries and Supplementary Labour Income 


1961 


millions of dollars 


From business (line 1: Table 12) 22.05) as) ceo ee ee 16,343 
From government current account (line 2, Table 12) ............. 3,382 
From government on capital account (line 3, Table 12)............ 80 
From persons (line 5, fable 12), ae ee ee een ee a 594 
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Wages,Salaries,and Supplementary Labour Income as Percentage of: 
Gross National Product 


% OF G.N.P. % OF G.N.P. 
56 56 
52 52 
48 48 
aq 44 
40 40 
1°) ' 
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The general method used in the preparation of the labour income 
estimates consists of calculating the payments made on labour account by the 
various industrial groups, and summing the results. In recent years, by far the 
greater portion of the estimate is based on monthly and annual sample or 
full-coverage surveys conducted by Statistics Canada, the decennial and 
quinquennial censuses of Canada, and published statements of governments. In 
areas where the annual coverage is incomplete, the problems of estimation are 
more difficult, and greater reliance must be placed on directly related data. In 
such cases, benchmark estimates are developed from the decennial censuses of 
population, agriculture and distribution, and interpolation or projection 
techniques are employed to obtain estimates for inter-censal years using 
indexes of aggregate earnings, employment, and wage rates from various 
sources. In a number of cases, methods of estimation have had to be devised 
from indirect evidence, but such instances are few, and in the aggregate, quite 
small. : 


Since the last reference volume on the National Income and Expenditure 
Accounts was published, a major new source of information has become 
available in the labour income field. This consists of the tabulation of total 
wages and salaries from “T.4”’ forms submitted by employers with respect to 
employees’ earnings, undertaken by the Department of National Revenue in 
connection with the administration of the Canada Pension Plan. This 
information has been available on a regular basis since the year 1966. The 
coverage is very comprehensive and closely approximates the total of wages 
and salaries as required for national accounting purposes. This new 
information has revealed that the estimates prepared by Statistics Canada on 
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the industry-by-industry basis were somewhat understated, and since 1966 
this material has served to provide a control total for the labour income 
estimate. The data for all years 1947-66 have also been adjusted to compensate 
for this undercoverage. 


The following discussion is designed to give the reader a broad view of the 
sources and methods underlying the labour income estimates. The discussion 
focusses more heavily on the sources and methods which are currently in use, 
but an attempt is made to indicate in a general way the basis on which the 
earlier estimates were made. It is not possible in a volume of this nature to set 
out the complete methodology, or to provide sufficient information to permit 
users to replicate the estimates. To do so would involve the inclusion of a 
totally unmanageable amount of worksheet detail. The approach taken here 
(and in the discussion of other component estimates) is to present a highly 
compressed summary view of an aspect of the Accounts which would require 
many hundreds of pages to cover in any reasonably comprehensive way. 


Table 5-3 provides a view of the industrial origin of the labour income 
payments for the year 1961. It indicates the relative importance of each group 
in the total, and assigns a rough qualitative rating to the estimates for each 
industry for the period 1961 to date. For purposes of this qualitative appraisal, 
three broad rating categories are used: “‘A’’, consisting of industrial groups 
where the estimates are mainly derived from direct measurements of wages and 
salaries obtained from surveys with high coverage ratios or published 
statements; “B’’, consisting of industrial groups where the estimates are mainly 
based on directly related data, or a combination-of direct measurement and 
indicators of a somewhat lesser order of reliability; and “C”’, where the 
estimates are mainly based on indirect information. It should be noted that in 
some cases the estimates for an industry group are based on sources whose 
quality is not uniformly consistent, and which come under two or more of the 
above categories. The qualitative ratings shown in Table 5-3 relate to the 
categories under which the bulk of the estimates for any one industry fall. 


TABLE 5-3. Wages, Salaries and Supplementary Labour Income by Industry 
Oo 


1961 
Millions % of Qualitative 
of dollars total rating 
ASTICUIUIC Fis cn open eee oe 2 aaa Ds fez B 
IPOLESUIV er pemrcr eee enn eee ee 317 1.6 B 
Fishing‘and 'trapping=.. 5.4 srae.as Seer 28 0.1 @: 
Mines, quarries and oil wells ......... 393 DR) A 
Manutacturing as eras curt aioe here, ota 6,086 29.9 A 
Construction ig ae wets oe en eee 1,541 7.6 B 
ELtans portation; 2a: 2k) savas psucisaweenekn oh 1,669 8.2 A 
StOLAgC ae Serer yet eee a amon eye 68 0.3 B 
COMMUNICADON ae cane iceetiat nen eee ne 561 Mell A 
Electric power, gas and water utilities .... 379 9 A 
Wholesale trade ieteds aesia & See et edie 1,106 5.4 B 
Retallstrade acres. tee ae en See 1,726 8.5 B 
Finance, insurance and realestate ...... O37 5.1 B 
Public administration and defence! ..... 1,519 14 A 
Community, business and personal service. . Soy 172 B 
AM Otals tro" wet pone. celta hs et eter Mite hone 20,399 100.0 


1 Excludes military pay and allowances, which are not a part of the civilian wage and salary bill. 
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These assessments provide rough guides to the quality of the estimates by 
published industry group. An analysis of the figures at a finer level of detail 
reveals that in the year 1961, approximately 55.8% of the total labour income 
estimate was based on surveys with high coverage ratios (type “A” estimates); 
39.4% was estimated on the basis of directly related data (type “B” estimates); 
and 4.8% was estimated largely on the basis of indirect information (type “C” 
estimates). For earlier years, a larger proportion of the total falls into the 
middle range of the quality scale. 


The review of sources and methods which follows is organized in 
accordance with the main industry groups outlined in Table 5-3. It 
should be noted that for the period 1926-46, wages, salaries and 
supplementary labour income are classified according to the 1948 Standard 
Industrial Classification.7 For the period 1947 to date, they are classified 
according to the 1960 Standard Industrial Classification.8 For example, use of 
the latter system results in some shifting of industry sub-groups between the 
main groups of manufacturing, trade and services. It also assigns a number of 
the component elements of wages and salaries paid by government to the 
associated industrial groups, e.g., government forestry services to forestry, 
experimental farm services to agriculture, government construction to the 
construction industry, and government bridge and highway maintenance to 
transportation. Users of the Accounts should note that this change in the 
system of classification causes a break in some series at the year 1947. (A note 
on the reason for revisions to the Standard Industrial Classification is given in 
Chapter 10 “Income and Product by Industry’’.) 


Agriculture — Wages and salaries and living allowances in agriculture are 
estimated mainly in the Agriculture Division of Statistics Canada. Since 1951, 
the estimates are constructed by interpolating and projecting census data on 
the basis of a combined index of paid workers? and wage rates!9 in 
agriculture. For the period 1926 to 1950, benchmarks obtained from 
decennial censuses are interpolated by a combined index of hired labour force 
and farm wage rates. 


Commencing with 1947, services incidental to agriculture were added. 
Prior to 1947, wages and salaries originating from these services were 
considered to be included in other industry groups. Benchmarks for 1961 for 
a) landscaping and b) services other than landscaping, were derived from the 
census of that year. The projection back to 1947 was based on the trend of 
wages and salaries in agriculture, as derived above. The 1961 benchmark for 
landscaping was then projected forward based on an index of wages and 
salaries in construction, while the benchmark for other services incidental to 
agriculture excluding landscaping, was projected forward on the basis of 
farmers’ expenditures on related services. 


7 Standard Industrial Classification Manual, Dominion Bureau of Statistics, King’s 
Printer, Ottawa, 1948. 
8 Standard Industrial Classification Manual, Dominion Bureau of Statistics, Queen’s 
Printer, Ottawa, 1960 (DBS Catalogue 12-501). 
9 The Labour Force, Catalogue 71-001. 
10 Farm Wages in Canada, Catalogue 21-002. 
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Forestry — In forestry, wages and salaries for the period since 1961 are 
calculated from employment data derived from surveys of both large1! and 
small establishments,!2 combined with information on average weekly 
earnings in the larger establishments. Adjustments are made to include 
directors’ fees, taxable allowances (including income in kind) and bonuses. For 
earlier years, the estimates are based on annual census of industry data on 
wages and salaries paid by the larger establishments. An allowance is made to 
include the small establishments based on the ratio of the estimated value of 
total production to the value of production reported by the large 
establishments. 


Fishing and trapping — In fishing, benchmarks for wages and salaries are 
derived from the population censuses of 1931, 1941, 1951 and 1961. These 
figures are interpolated and projected back to 1926 and forward to the present 
on the basis of the value of fish landings as reported to Statistics Canada.!3 In 
1965, a benchmark estimate was established from a survey of the Canadian 
sea-fishing industry in that year,!4 and the estimates-as calculated above have 
been keyed in to this 1965 benchmark. 


In hunting and trapping, total wages and salaries are estimated from the 
1941, 1951 and 1961 censuses, with interpolation and projection to derive - 
figures for other years based on an index of the value of fur production as 
reported to Statistics Canada.15 


Mines, quarries and oil wells — In mines, quarries and oil wells, the 
estimates for the period since 1961 are derived from the monthly surveys of 
employment in larger and smaller establishments combined with data on 
average weekly earnings in the larger establishment group. Adjustments are 
made to include directors’ fees, taxable allowances, commissions and bonuses. 
For earlier periods, the estimates are built up from aggregate payrolls as 
reported in the annual census of industry for the larger establishments. For 
years prior to 1950, these census-based estimates are adjusted to exclude 
earnings in the metal smelting and refining groups which are classified to 
manufacturing. 


Manufacturing — In manufacturing, the basic estimates of wages and 
salaries are derived from annual census of industry data.!6 For the period 
since 1961, the coverage of the census of industry surveys is quite 
comprehensive and only minor adjustments to include directors’ fees and tax- 
able allowances have to be made to the data. For the period prior to 1961, the 
basic data have been adjusted as necessary: 

(a) to exclude estimates of working proprietors’ withdrawals, which properly 
belong with net income of unincorporated business; 


(b) to include head office personnel not adequately covered by the census of 
industry until 1949; 


11 Employment, Earnings and Hours, Catalogue 72-002. 
12 Estimates of Employees by Province and Industry, Catalogue 72-008. 


13 Monthly Review of Canadian Fisheries Statistics, Catalogue 24-002 and related 
series. 


14 Survey of the Canadian Sea Fishing Industry, 1965, Catalogue 24-501. 
15 Fur Production, Catalogue 23-207. 


16 General Review of the Manufacturing Industries of Canada, Catalogue 31-203. 
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(c) to include repair establishments not covered by the census of industry in 
the early period; and 


(d) to exclude gas manufacturing establishments, which are classified with 
public utilities. 


Construction — In construction, the estimates for the period since 1961 
are derived from the monthly surveys of employment in large and small 
establishments combined with data on average weekly earnings in construction 
in the larger establishments. Adjustments are made to include directors’ fees, 
taxable allowances, commissions and bonuses. 


For the period prior to 1961, the estimates of wages and salaries in 
construction are computed from benchmark estimates. Basic benchmark 
figures were calculated for 1941, 1946, 1951 and earlier years using decennial 
census data and such other information as was available. Interpolations 
between these benchmark totals, and projections back to 1926 were made 
using data on contractors’ wages and salaries taken from annual surveys on 
construction and — for very early years — using an index of wages and salaries 
in private construction obtained from a study prepared for the Royal 
Commission on Dominion-Provincial Relations (1939). 


Transportation — In transportation, the greater part of the estimate for 
recent years is derived from annual surveys conducted by Statistics Canada. 
These surveys cover trucks and buses since 1941,17 water transportation since 
1954,18 oil and gas pipelines since 1948,!9 air transport since 1938,29 and 
railway transportation and urban transit systems for the whole period.2! The 
estimates are adjusted for undercoverage, taxable allowances and benefits, and 
directors’ fees. Estimated tips in dining, buffet, parlour and sleeping cars are 
incorporated. Also, estimates for food and lodging received are included with 
the figures of wages and salaries paid in water transportation. Since 1947, 
wages and salaries for highways and bridge maintenance are included under 
transportation, the estimates being based on the Public Accounts of the vari- 
ous levels of government; prior to 1947, these amounts were classified to 
public administration. 


Prior to 1941, wages and salaries in truck and bus transportation are 
projected back on the basis of a combined index of truck drivers’ wage rates 
and employment in trucking. Prior to 1938, wages and salaries paid in air 
transport are projected back on the basis of an index of number of hours 
flown by commercial aircraft. Prior to 1951, wages and salaries paid in water 
transport are based on census benchmark data, using aggregate payroll indexes 
in water transportation, or combined indexes of employment and wage rates, 
to interpolate or project for other years. No significant amounts of wages and 
salaries were paid in oil and gas pipeline transportation before 1948, and no 
allowance is made for this early period. 


17 Motor Carriers — Freight, Catalogue 53-205. 

18 Water Transportation, Catalogue 54-205. 

19 Oil Pipeline Transport, Catalogue 55-201. 

20 Civil Aviation, Catalogue 51-202. 

21 Railway Transport: Part II, Catalogue 52-208; Railway Transport: Part III, 
Catalogue 52-209; Railway Express, Catalogue 52-204; Electric Railways, Catalogue 
52-203; Passenger Bus Statistics, Catalogue 53-215; Urban Transit, Catalogue 53-216. 
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Wages and salaries paid in taxi service are based on census benchmark 
estimates for 1941, 1951 and 1961, using the following types of projectors: 


(a) for the period 1926-41, an index based on average wage rates and the 
number of registered taxis in Canada: 


(b) for the period 1941-51, an index based on average weekly earnings in 
truck transport and the number of registered taxis: 


(c) for the period 1951 to the present, an establishment survey payroll index 
for transportation, storage and communication with an estimated value of 
tips included. 


Storage — In the storage industry, annual survey data are available for 
warehousing for the years after 1944.22 For prior years, these estimates are 
projected on related series. The estimates for grain elevators for recent years 
are based on monthly data collected by the employment survey of larger 
establishments. For earlier years (prior to 1957), wages and salaries in grain 
elevators are based on benchmark estimates from the merchandising and 
services census of 1941, and 1951, projected on the basis of a payroll index in 
grain elevators and, for the very early period, a combined index of 
employment and wage rates in grain elevators. 


Communication — In communication, wages and salaries paid in the 
telephone industry are based on annual surveys by Statistics Canada.2 3 Wages 
and salaries of Post Office employees are derived’ from the Public Accounts of 
the federal government. In radio and television broadcasting, the estimates for 
the recent period are based on annual survey results24 conducted by Statistics 
Canada, and data obtained directly by correspondence. In telegraph and cable 
systems, the estimates are derived from surveys conducted by Statistics 
Canada.2 5 


In the period prior to 1951, estimates of wages and salaries in private 
radio broadcasting are based on figures derived from the 1931, 1941 and 1951 
censuses, using various related indexes for interpolation or projection. 


Electric power, gas and water utilities — In electric power, gas, and water 
utilities, wages and salaries are, for the most part, derived from annual surveys. 
In the case of electric power, the figures are taken from the publication, 
Electric Power Statistics, Catalogue 57-202. In the case of gas distribution, the 
figures since 1951 are taken from the publication, Gas Utilities (Transport and 
Distribution Systems), Catalogue 57-205. For the years prior to 1951, the 
estimates are obtained from annual census of industry returns of wages and 
salaries paid by gas manufacturing establishments. The estimates of wages and 
salaries in waterworks from 1942 forward are based on sample surveys 
conducted by the Public Finance Division of Statistics Canada. For earlier 
years, the estimates are keyed to decennial census benchmark data and carried 
back to 1926 on the basis of the trend of total municipal wages and salaries. 


22 Warehousing, Catalogue 63-212. 

23 Telephone Statistics, Catalogue 56-203. 

24 Radio and Television Broadcasting, Catalogue 56-204; and Community Antenna 
Television, Catalogue 56-205. 

25 Railway Transport: Part V1, Catalogue 52-212; and Telegraph and Cable Statistics, 
Catalogue 56-201. For years prior to 1951, wages and salaries in telegraph and cable 
systems are included with railway transportation. 
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Trade — In wholesale trade, benchmarks of total wages and salaries are 
established from the 1930, 1941, 1951 and 1961 censuses of distribution. The 
interpolation between 1941, 1951 and 1961 was based on the wholesale 
payroll index obtained from the establishment survey of larger firms,26 while 
that for the period between 1930 and 1941 was based on an index of 
wholesale sales. The 1961 and 1966 estimates were derived from the census of 
wholesale trade27 for those years, interpolated between 1961 and 1966 and 
projected to the present on the basis of employment data derived from surveys 
of both large and small establishments, combined with information of average 
weekly earnings in the larger establishments. A virtually identical method is 
used to estimate the wages and salaries paid in retail trade, based on 
corresponding source material for the retail trade group.27 


Finance, insurance and real estate — In finance, insurance and real estate, 
annual expenditures on wages and salaries by chartered banks for all years are 
obtained from the Canadian Bankers’ Association. Wages and salaries of other 
banking institutions are obtained either by correspondence or from other 
sections of Statistics Canada. For trust, loan, mortgage and insurance 
institutions, wages and salary payments for years prior to 1961 are derived 
from the annual reports of the Superintendent of Insurance for Canada and of 
provincial registrars of loan and trust companies. Since 1961, financial 
statistics data supplied to Statistics Canada are combined with establishment 
survey data and average weekly earnings in the particular industry group to 
derive the required estimate. In the miscellaneous finance group, special 
estimates had to be devised to cover the period prior to 1961. Estimates of 
wages and salaries established from the decennial censuses of 1931, 1941 and 
1951 were projected or interpolated on the official index of aggregate payrolls 
in finance, or for very early years, on a composite index of employment in 
certain industries, and average wage rates. 


Public administration and defence — In public administration and 
defence, wages and salaries paid in federal and provincial administration, 
including the sessional indemnities of the members of the federal and 
provincial legislatures, are derived from the Public Accounts, and in the case of 
a number of provinces, from monthly survey data. The figures do not include 
military pay and allowances paid to the Armed Forces. (These are included as 
a separate item in the income estimates and are not regarded as a part of the 
civilian wage and salary bill). Wages and salaries paid in Post Office 
employment are not included here, since they are classified with 
communication. Wages and salaries paid in connection with activities which are 
classified to separate industries under the 1960 Standard Industrial 
Classification (e.g., wages and salaries paid by governments in connection with 
activities related to agriculture, forestry, construction, highway and bridge 
maintenance, and so forth) are not included here for the period from 1947 to 
date; for the period prior to 1947, the classification follows the 1948 Standard 
Industrial Classification, and wages and salaries paid in connection with such 
activities are included with public administration. Users of the Accounts 
should be aware that this change in the classificatory system causes a break in 
some series at the year 1947 (see Chapter 10). 


26 Employment Earnings and Hours, Catalogue 72-002. 
27 Wholesale Trade, Catalogue 97-625; and Retail Trade, Catalogue 97-607. 
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In local administration, the estimates are based on annual and monthly 
surveys conducted by the Public Finance Division.28 Since 1947, all figures 
have been adjusted to exclude wages and salaries classified to industries other 
than local administration in accordance with the 1960 Standard Industrial 
Classification, e.g., street maintenance and recreational activities. (For a fuller 
discussion of these items, see Chapter 10, “Income and Product by Industry”’.) 


Wages dnd salaries received by Canadian employees of foreign 
governments are included in public administration. The estimates are based on 
information obtained by correspondence with the United States government 
and from census data. 


Community, business and personal services — In community, business and 
personal services, the estimates are based on a wide variety of sources. This 
group includes wages and salaries paid in education, hospitals, commercial 
services, domestic services, and by welfare and religious organizations. With the 
exception of education and hospitals—two very large components of the total — 
the estimates for this group are largely based on interpolation or projection 
techniques utilizing directly related data, or in some cases indirect evidence. 


Estimates of wages and salaries paid in education are based, for the most - 
part, on annual reports received from the provincial governments, universities, 
colleges, and private schools. The estimates are assembled in the Education, 
Science and Culture Division of Statistics Canada: 


Wages and salaries and living allowances paid by hospitals are obtained 
mainly from annual reports tabulated by the Health and Welfare Division of 
Statistics Canada.29 The data are adjusted to include wages and salaries for 
non-reporting hospitals based on the ratio of bed capacity in all hospitals to 
bed capacity in reporting hospitals. 


The commercial services group includes a wide range of activities, 
covering motion picture and recreational services; services to business and 
management, including accountancy, advertising, engineering and scientific 
services, labour organizations and trade associations; personal services, 
including hotels, lodging houses, restaurants, cafes, taverns, dyeing, cleaning 
and pressing establishments, barbering and hairdressing establishments, 
photography and undertaking; and health and welfare services excluding 
hospitals and non-commercial welfare organizations. Basic data on wages and 
salaries for most of these groups are obtained, for years 1961 and 1966, from 


28 Full coverage monthly surveys of municipalities with a population over 10,000 
were begun in 1960, and sample surveys of the smaller municipalities have been conducted 
since 1966. These data were used for the preparation of the publications Municipal 
Government Employment, 1961-1966, Catalogue 72-505 and Local Government 
Employment, Catalogue 72-009. 

29 List of Canadian Hospitals and Related Institutions and Facilities, Catalogue 
83-201; Hospital Statistics, Volume 1: General Information, Catalogue 83-202; Mental 
Health Statistics, Volume 1: Institutional Admissions and Separations, Catalogue 83-204; 
Mental Health Statistics, Volume III: Institutional Facilities, Services and Finances, 
Catalogue 83-205; Tuberculosis Statistics, Volume II: Institutional Facilities, Services and 
Finances, Catalogue 83-207; Hospital Statistics, Volume 1 — Hospital Beds, Catalogue 
83-210; Hospital Statistics, Volume II — Hospital Services, Catalogue 83-211; Hospital 
Statistics, Volume III: Hospital Personnel, Catalogue 83-212; Hospital Statistics, Volume VI, 
Hospital Expenditures, Catalogue 83-215; Hospital Statistics, Preliminary Annual Report, 
Catalogue 83-217. 
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the census of merchandising. These basic estimates are supplemented with 
estimates for services which are not included in the census of merchandising 
(e.g., trade unions and trade associations, engineering and scientific services, 
legal services, health services other than hospitals, and government services 
including those of crown corporations). The latter estimates are built up using 
1961 decennial census data, data from the regular establishment surveys, and 
information from the federal and provincial Public Accounts. Interpolations of 
the totals between 1961 and 1966, and projections from 1966 to the present 
are based on payroll indexes derived from establishment survey estimates of 
employment, combined with estimates of average weekly earnings in the larger 
establishments. The 1961 figures were projected back to 1951 using payroll 
indexes derived from employment and earnings data. For earlier years, a 
variety of sources and techniques are used and the estimates are progressively 
weaker as they are pushed back in time. 


In domestic services, separate estimates of wages and salaries are prepared 
for household servants, baby-sitters and private duty nurses. For household 
servants, the decennial census provides the basic information on average annual 
wages, and these estimates are interpolated and projected using data on average 
earnings from establishment surveys combined with estimates of the number 
of household servants reported in the labour force survey. For private duty 
nurses, benchmarks for 1951 and 1961 were again derived from census data, 
with the estimates for inter-censal years interpolated on the basis of an index 
of earnings from private employment. Since 1961, estimates are based on 
average annual wages paid in hospitals combined with a series on employment 
from reports of the Canadian Nurses Association. Estimates for board and 
lodging provided are included in both cases. Earnings of baby-sitters are 
arbitrarily estimated. . 


Estimates of wages and salaries paid by welfare and_ religious 
organizations are derived, in large part, from census benchmark data, with 
interpolations and projections based on a variety of sources including average 
weekly earnings from the industrial composite,39 data on government welfare 
programs, and information from an annual survey of religious organizations 
conducted by Statistics Canada. 


In a number of cases, the estimates of wages and salaries in community, 
business and personal services are based on scanty information. This applies 
particularly to some of the estimates for the very early period. Included here 
are wages and salaries paid by religious and welfare organizations in the period 
prior to 1941. The early estimates of wages and salaries paid in services to 
business and management — accountancy, advertising, engineering, scientific 
services, labour organizations and trade associations are also inadequate, being 
projected on an index of payrolls in advertising agencies. In recreation service, 
the estimates of wages and salaries in the early period are based on decennial 
census material, with an index of wages and salaries in motion picture theatres 
used to obtain inter-censal estimates. Barbering, hairdressing, undertaking and 
other personal service are also estimated indirectly on the basis of indexes of 
employment and payrolls in associated industrial groups; estimated tips for 
barbering and hairdressing are added. 


30 The sum of the industries covered in Employment, Earnings and Hours, Catalogue 
72-002. 
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Income in Kind 


The value of board and lodging received by employees is estimated 
separately for industries where they are important. In agriculture, census 
benchmark data are adjusted to arrive at estimates for inter-censal years in 
accordance with changes in employment and farm living costs. In forestry, 
income in kind is estimated, from 1944 on, on the basis of data from annual 
surveys; the 1944 benchmark is projected back to other years on the basis of 
an index combining food prices and employment in logging. In other groups, 
such as water transport, hospitals, religious institutions and domestic service, 
similar techniques are employed. Income in kind consumed by farm 
proprietors is not a part of the labour income estimates but is included with 
accrued net income of farm operators from farm production. Food and 
clothing supplied to the Armed Forces are a form of employee income, but are 
included under military pay and allowances. 


Supplementary Labour Income 


Employers’ contributions to pensions, social insurance and welfare funds 
on behalf of employees are also estimated separately by industry. For the 
period 1926-60, contributions to pension and welfare funds in manufacturing, 
electric power, trade, mining, and telephone were based on a survey made in 
1944 and projected to other years on the trend of total wages and salaries in 
each industry. 7axation Statistics3 1 (Department of National Revenue) figures 
were used for pension contributions after 1946, and for welfare contributions 
after 1954. In steam railways, insurance, banking and federal and provincial 
governments, the estimates of employer contributions were made available 
through correspondence, through annual surveys, or from publications of the 
agencies concerned. For municipal government, estimates were based, for the 
years 1938-44, on an analysis of financial statements of a number of larger 
cities, and since 1945, on questionnaires collected by Statistics Canada. 


For the period since 1960, employers’ contributions to pension funds, 
except those to the Canada and Quebec Pension Plans, are derived from 
Trusteed Pension Plans — Financial Statistics, Catalogue 74-201, supplemented 
by data from annual surveys conducted by Statistics Canada. Employers’ 
contributions to the Canada and Quebec Pension Plans are obtained from the 
tabulation by the Department of National Revenue of employers’ taxation 
reports. Employers’ contributions to welfare funds for the 1961-64 period are 
derived by industry, mainly from Taxation Statistics supplemented by data 
obtained from annual surveys conducted by Statistics Canada, with projection 
to date based on the movement of wages and salaries. 


Employers’ contributions to the Unemployment Insurance Fund are 
obtained from data supplied by the Unemployment Insurance Commission. 
Employers’ contributions to Workmen’s Compensation Funds are obtained 
from the reports of the Workmen’s Compensation Boards in each province. 

31 During the period 1944 to 1964 inclusive, the Department of National Revenue 
compiled statistics from the “T2” income tax returns filed by corporations under the 
Income Tax Act. The data were published in the report Taxation Statistics. Since 1965, 
Statistics Canada has compiled and published information obtained from corporation tax 
returns, in Corporation Taxation Statistics, Catalogue 61-208, and Corporation Financial 
Statistics, Catalogue 61-207. The report Taxation Statistics which has continued to be 
published vy the Department of National Revenue is now essentially concerned only with 
the compilation and analysis of individual tax returns data. 
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Military Pay and Allowances?? (Table 12, line 4) 


Payments to members of the Armed Forces in Canada and Overseas are 
treated as compensation for services rendered. Under this heading are included 
military pay, various types of allowances, and employer contributions to 
pension funds. War service gratuities and all post-discharge re-establishment 
benefits are excluded and treated as transfer payments. The estimated value of 
food and clothing issued in kind is also included. 


The estimates of cash pay and allowances for the years 1938 to the 
present are on a calendar year basis and are supplied by the Department of 
National Defence. The estimates for the years 1926-37 are by fiscal year 
ending nearest December 31 of the calendar year, and are taken from the 
Public Accounts of the federal government. 


Income in kind is calculated by applying average military strengths of the 
armed services to estimates of man-year costs for food and clothing. Since 
1966, (when cash pay and allowances became the predominant form of 
remuneration) the amounts of income in kind have been small, but during the 
War and for much of the post-war period they were substantial. 


Net Income of Non-farm Unincorporated Business, including Rent33 (Table 
12, line 6) 


Net income of non-farm unincorporated business consists of the earnings 
of working proprietors from their own businesses. Such businesses are 
“unincorporated” as distinct from the corporate form of organization. The 
estimates represent a mixture of labour and investment income that cannot be 
segregated on anything but an arbitrary basis. To the extent that working 
proprietors supply their own labour, they earn wages and salaries; to the 
extent that they supply their own capital, they earn profits, interest and rents. 
These elements are inextricably mixed in the estimates of the net income 
field. The net rental income of persons is also included here in order to 
consolidate all forms of income from non-farm unincorporated business 
activity in a single category. 34 


The methods of estimating net unincorporated business income can be 
classified broadly into four main groups: (1) the synthetic operating account 
method wherein estimates of gross income are obtained and brought to a net 
basis by subtracting expenses; (2) the ratio method wherein estimates of gross 
income are obtained and brought toa net basis by the application of a ratio of 
“net to gross income” based on survey or income tax data; (3) direct enquiry 


32 The estimates for military pay and allowances also appear in Table 1 “National 
Income and Gross National Product’’, line 2, and in Table 8 ‘“‘Consolidated Production 
Account’’, line 4. 

33 The estimates of net income of non-farm unincorporated business including rent 
also appear in Table 1, line 7, and in Table 8, line 6. 

34 This item was included with “Interest, Dividends and Net Rental Income of 
Persons” in the former system of Accounts. It is felt that this item, since it is derived by 
deducting expenses from a form of gross income, is more closely akin to “net income” than 
“investment income’. 


— 132 - 


and (4) projection from benchmark data. In a number of the industrial groups, 
a combination of two or more methods is required to complete the series back 
to 1926. To a considerable extent, information in the net income field is of a 
fragmentary nature, and for this reason a number of the estimates are in some 
degree arbitrary. 


The estimates themselves can be grouped under three broad headings: (a) 
net professional income; (b) net income of other unincorporated non-farm 
businesses; and (c) net rental income of persons. 


(a) Net Professional Income 


This group includes independent professional practitioners such as 
doctors, dentists, lawyers and engineers. In general, the estimates for the more 
recent years are obtained by multiplying average net income by the number of 
independent practitioners. For the earlier years, the estimates are projected on 
related data. 


From 1957, the average net income of independent doctors is obtained 
from Earnings of Physicians in Canada which began to be published in that 
year by the Department of National Health and Welfare. For the years 
1947-56, average net income is obtained from Jaxation Statistics. Average net 
income for the years 1939, and 1944-46, is obtained from the Survey of 
Incomes in the Medical Profession in Canada, 1939, 1944, 1945 and 1946 
conducted by Statistics Canada. For the years 1938, and 1940-44, average net 
income is estimated on the basis of dentists’ average gross income obtained 
from Survey of Incomes in the Profession of Dentistry, 1941-1944 and 
adjusted for expenses by the ratio of “net to gross income”’ obtained from the 
survey of the medical profession. 


The number of active independent doctors in Canada is obtained, for the 
years 1941-56, from surveys carried out by the Department of National Health 
and Welfare since 1946, linked to a census benchmark for the 1951 census, 
and extrapolated to the years 1941-45, on the trend of medical graduates from 
universities. For the years 1938-41 the number is obtained on the basis of the 
decennial censuses of 1931 and 1941. The figures are adjusted to exclude 
salaried doctors, and doctors in the Armed Forces. 


A similar method is used to estimate net income of independent 
practicing dentists for years prior to 1959. From 1959, the information is 
obtained from Earnings of Dentists in Canada, published by the Department of 
National Health and Weifare. 


Estimates for professionals in “other health service” (e.g., osteopaths, 
chiropractors, optometrists, etc.) from 1946-51 are made by multiplying the 
number of professionals, based on census and labour force survey data, by an 
average net income derived from Taxation Statistics. From 1938-45 estimates 
are made by projecting the 1941 census benchmark on the net income of 
doctors and dentists. A similar method is employed to estimate the net income 
of professionals in ““other community service” (e.g., teachers, musicians, etc.). 
In 1961, census data are used to estimate the net income of the two groups. 
The totals for 1951 and 1961 are then interpolated and extrapolated on the 
basis of the movement in net income of dentists. 
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In the case of lawyers, average net income is derived from Survey of 
Incomes in the Legal Profession in Canada 1946-1948; and from taxation 
data from 1949 on. The estimates are projected back to 1938 on the trend of 
average net income in the medical profession. Numbers of lawyers are derived 
from the Statistics Canada survey and the censuses of 1951 and 1961. 


The net income of accountants and auditors for 1951 and 1961 is based 
on census data and interpolated and projected on the basis of data taken from 
Taxation Statistics. An estimate of the net income of this group is available 
for 1941 from the census and for 1944 from an unpublished survey by 
Statistics Canada. The net income for the intervening years and to 1938 is 
projected on the basis of the net income of lawyers. 


Net income of engineers, architects, designers, chemists, and metallurgists 
for 1951 and 1961 is based on census data, interpolated for inter-censal years, 
and projected to 1946 and forward on the basis of data taken from Taxation 
Statistics. An estimate of the net income of this group derived from the 1941 
census is projected to 1945 and back to 1938 on the basis of an unweighted 
average index of accountants’ net income and construction activity. 


For the years 1931-37, the estimates for all of the above groups are 
carried back on the trend of total net income of professionals paying income 
tax, obtained from the Department of National Revenue; the figures are 
projected back from 1931 to 1926 on the basis of net income of professionals 
obtained from the report of the Rowell-Sirois Commission.35 


(b) Other Unincorporated Non-farm Income 


The non-farm group of other unincorporated business covers a 
heterogeneous range of industries. Little actual information on net 
unincorporated income in these industries is available for many of the years 
covered by this report; for the most part, the estimates rest upon directly 
related material, but in a number of cases indirect information is used. 


In forestry, the net income from 1946 to date is the product of the 
number of working proprietors based on labour force data and the average net 
income based on Taxation Statistics. For 1942, an estimate of net income in 
forestry was calculated from the returns received by the census of industry in 
that year. The estimates for the years 1943-45 are a straight interpolation, 
while prior to 1942 the estimates are based on projections on related 
indicators such as the estimated number of proprietors and the wholesale price 
index of lumber and timber. 


In fishing, estimates are obtained by the synthetic operating account 
method. For 1965, estimates of gross revenue and operating expenses are 
based on data from the 1965 survey of the Canadian sea fishing industry,36 
carried out by the Manufacturing and Primary Industries Division (Statistics 
Canada). Relationships from this survey and annual estimates of the “value of 
fish caught and landed”’ as compiled by the same Division are then used in 
deriving the estimates for the years 1947 to date. For the years prior to 1947, 


35 Report of the Royal Commission on Dominion-Provincial Relations, King’s 
Printer, Ottawa, 1940. 
36 Survey of the Canadian Sea Fishing Industry, 1965, Catalogue 24-501. 


= 134 


the gross revenue is taken to be the value of fish caught and landed and 
estimates are made for wages, depreciation, fuel, repair and miscellaneous 
expenses; these are deducted to arrive at estimated net income. For the whole 
period, a deduction is made to eliminate the profit of corporate organizations. 


Gross income in hunting and trapping is taken to be the gross value of 
Canadian fur production as reported annually by the Agriculture Division,37 
adjusted to eliminate sales by fur farms. Wages and salaries paid to employed 
guides and trappers, and an estimate of miscellaneous expenses are deducted to 
arrive at net income. 


In mining, the number of proprietors of unincorporated mining 
establishments by type is obtained from the 1931, 1941, 1951 and 1961 
decennial censuses. Census benchmark data on average net income in 1951 and 
1961 are projected to other years on an index based on Canadian gold prices 
and non-metallic mineral prices. For 1931 and 1941, average net income is 
estimated separately for proprietors on the basis of data compiled by the 
Manufacturing and Primary Industry Division (Statistics Canada) and from the 
decennial censuses. This net income figure based on these sources is projected, 
for the earlier years, on the basis of Canadian gold prices in the case of 
prospectors and placer miners, and on the basis of non-metallic mineral prices 
in the case of other mining proprietors. 


For the net income estimates in manufacturing, tabulations of the gross 
revenues of unincorporated establishments from annual census of industry 
returns are used to derive the revenue estimates from 1946 on. The estimates 
are brought to a net basis by applying a ratio of “net to gross” revenue from 
Taxation Statistics. For the years 1926-45, the 1946 figure of the gross value 
of production in unincorporated manufacturing industries is projected back on 
the total of gross value of production of selected industries; the 1946 ratio of 
“net to gross” income is applied to the gross figures back to 1926. 


Prior to 1947, the estimates of net income in non-farm unincorporated 
business included a separate estimate for net income in repair service. As a 
result of the classification changes introduced by the implementation of the 
1960 Standard Industrial Classification, these activities are now embodied with 
the estimates of various associated industries — manufacturing, retail trade, 
and personal and miscellaneous services. 


For the years 1926-46, net income in repair service is compiled from 
information on numbers of proprietors and average salaries obtained from the 
1931 and 1941 decennial censuses. Net income for own account workers is 
assumed to be equal to wages and salaries paid in the respective sub-groups, 
while the net income of employers is raised by an arbitrary percentage. These 
benchmark figures are then adjusted to other years on the basis of related 
Sonics: 


In construction, net income from 1953 on is estimated by multiplying 
the number of proprietors, obtained from labour force surveys, by the 
adjusted average net income of contractors obtained from Taxation Statistics. 
A benchmark for 1946 is calculated in the same manner except that the 


37 Fur Production, Catalogue 23-207. 
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average net income is based on returns filed with the Construction Section of 
Statistics Canada. The resulting figure is projected to 1952 on an index based 
on a gross to net ratio obtained from Taxation Statistics and total new and 
repair investment spending on residential construction. The 1946 figure of 
average net income is carried back to 1942 on the basis of an index of wage 
rates in building construction, multiplied by estimated numbers of proprietors. 
For years prior to 1941, estimates of net income are calculated by projecting 
benchmarks from the 1931 and 1941 decennial censuses on the trend of a 
combined index of the volume of construction put in place and wage rates in 
the industry. 


From 1953 to date, the net income in transportation and communication 
is based on data from Taxation Statistics and the labour force surveys. From 
1947-52 net income in transportation is based on data collected by the 
Transportation and Communication Division, adjusted to the 1953 
benchmark. In 1945, a special analysis of financial statistics collected by this 
Division was made to establish net income of road transport carriers. This 
estimate is projected to other years (1926-37 excepted) on the basis of 
employment in road transport, in the case of freight and passenger carriers, 
and by an index of gross revenues of taxi companies, in the case of small 
carriers. For the years 1926-37, benchmark estimates are obtained from 
decennial census data, and projected to other years, for small carriers, on a 
combined index of taxi registrations and truck drivers’ wages, and for large 
carriers, On a special index of employment in road transport. In water 
transport, a special survey by the Division provides estimates for the years 
1938, 1941, 1944 and 1945. These figures are projected back to 1926 on an 
index of employment in shipping and stevedoring, and forward to 1946 on the 
trend of net income of firms reporting to the Transportation and 
Communication Division. 


In unincorporated retail trade, sales are estimated on the basis of 
benchmark data from the decennial censuses. Prior to 1951, sales are projected 
on the trend of estimated unincorporated retail sales; since 1951, the 
projection is based on the indicated percentage of unincorporated sales to total 
sales from the census benchmarks. Net income is obtained by applying a ratio 
of “net to gross” revenue from Taxation Statistics for the years 1960 on, and 
from the operating results surveys conducted by the Merchandising and 
Services Division for the years prior to 1960. An adjustment is made for bad 
debt allowances, based on sales. From 1951, adjustments are also made to 
correct for undercoverage. 


Estimates of net income of unincorporated wholesale establishments are 
based on a benchmark figure established in 1961 from the decennial census. 
The 1951 estimate, based on Taxation Statistics data and adjusted to reflect 
the 1960 Standard Industrial Classification changes, is then interpolated and 
projected using total sales of wholesale merchants. A level adjustment is made 
to the series from 1947 to 1950 to reflect the Standard Industrial 
Classification changes. For the years 1938 to 1946, a benchmark figure based 
on the numbers of proprietors and average earnings from the 1941 decennial 
census is projected on the index of wholesale sales published by the 
Merchandising and Services Division. For the years 1926-37, the estimates are 
based on data from the report of the Rowell-Sirois Commission. 
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Since 1953, net income in finance, insurance and real estate, is based on 
Taxation Statistics. For other years, estimates are made separately for each 
industry in this group and the total is tied in with the year 1953. Net income 
of stock and bond dealers is estimated, for 1941, from decennial census data 
and projected to other years on an index of the total value of shares traded on 
the Toronto and Montreal Stock Exchanges. An estimate of the net income of 
insurance and real estate agents for 1943 is based on a special survey con- 
ducted by the Merchandising and Services Division; for other years projections 
are made on annual information on commissions paid by fire insurance compa- 
nies compiled from reports of the Superintendent of Insurance for Canada. 


Service other than those professional services enumerated above includes 
personal and recreational service, and boarding and lodging. Estimates of net 
income in the personal services group are calculated by sub-groups: barbering 
and hairdressing, laundries and cleaners, undertaking, hotel and tourist camps, 
restaurants, cafes and taverns. In most cases the method consists of 
establishing a benchmark from census data. Projections are then made on 
various related indexes such as the gross annual receipts of cleaning and dyeing 
plants, as reported to the Merchandising and Services Division, tourist 
expenditures in Canada (Balance of Payments Division) and similar indicators. 


In recreational service, benchmark: estimates are also made from census 
data. From 1951 on, the consumer price index for recreation and reading is 
used as a projector; projections to years prior to 1951 are made on the basis of 
an index of receipts (excluding taxes) of motion picture theatres. 


Net income from boarding and lodging for the year 1961 is based on 
census data, and the estimate has been held constant since that time. An earlier 
benchmark for the year 1947 is based on data from Family Expenditures, 
1947-1948, Statistics Canada. A straight line interpolation is used for the 
intervening years 1947-61. For years prior to 1947, the projection is based on 
the trend of restaurant sales. 


(c) Net Rental Income of Persons 


Rental figures are reflected on both the income and expenditure sides of 
the National Accounts. On the income side, net rental income of persons and 
unincorporated businesses, including imputations for owner-occupied 
dwellings, are consolidated with and shown as part of “‘net income of non-farm 
unincorporated business, including rent”. Net rental income of corporations is 
implicitly included in corporation profits. The facility and space expenses 
deducted in arriving at residential net rents are included implicitly in the other 
components of Gross National Product. On the expenditure side, gross rents 
on residential tenant-occupied dwellings and an estimate of gross imputed 
rents on owner-occupied dwellings are explicitly included in personal 
expenditure on consumer goods and services. Non-residential rents, which are 
business expenses, are reflected in the price of products sold and therefore in 
the Gross National Expenditure. 


The calculation of the net rent estimates of persons and unincorporated 
businesses is divided into three parts: 


(i) non-farm rents, residential; 


a1 87) = 
(ii) non-farm rents, non-residential; 
(iii) farm rents, both residential and non-residential. 


Of these three classes, the first is the most important in size and is also 
the one for which statistical coverage is the most satisfactory. From 1941 
on, the series on residential non-farm rents is estimated as outlined in the 
following paragraphs. Prior to 1941, the basic approach is similar but due to 
lack of data is not carried out at the same level of detail. 


(i) Residential non-farm rents (including garages) are divided into rents 
paid on tenant-occupied dwellings and rents imputed on owner-occupied 
dwellings. The steps used in both cases are similar and can be outlined as 
follows: 


Gross paid rents 


Less: Expenses of facilities supplied by landlords and included in paid 
rent. 


Equals: Gross space rent paid by tenant occupants. 
Plus: Gross space rent imputed to owner-occupants. 
Equals: Gross paid and imputed rent for space. 


Less: Space expenses for tenant and owner-occupied dwellings. 
Repair and maintenance 
Municipal property taxes 
Depreciation 
Insurance premiums 
Mortgage interest 


Equals: Net paid and imputed rents. 
Less: Net rents paid to non-personal sectors. 


Equals: Net rent paid and imputed, received by individuals. 


Gross paid rent (residential non-farm) is obtained by multiplying the 
number of tenant-o¢cupied non-farm dwellings by the average annual rent 
paid. The number of non-farm occupied dwellings classified between tenant 
and owner-occupied is estimated by the Construction Division, Statistics 
Canada. The average annual rent paid by tenants from 1941 to 1948 is 
obtained by projecting the 1941 census figure of rent on the trend of the rent 
component of the consumer price index. From 1949 on, average annual paid 
rents are obtained from the Labour Force Survey conducted by Statistics 
Canada. 


Costs of facilities provided by the landlord to the tenant and included in 
the rent are subtracted from the gross rent paid, to obtain the gross rent paid 
for space. Space rent is defined here as rental for the use of land and dwellings 
and fixtures which are structurally part of the dwelling. The facility expenses 
include the amortization of furniture, stoves, refrigerators and washing 
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machines supplied, and the cost of fuel, janitor services, water, electricity, gas, 
cable TV, and telephone supplied by the landlord.38 The estimates are based 
on a survey of landlord expenses conducted by Statistics Canada in 1955, and 
projected on data collected as part of the Labour Force Survey. 


Imputed gross space rents (residential non-farm) are obtained by 
multiplying the number of owner-occupied dwellings by the average annual 
gross imputed rent. The average gross imputed rent is equal to the average 
gross paid space rent adjusted for differences in the amount of space between 
owned and rented accommodations. No allowance is made for the difference 
in quality between owner and tenant-occupied dwellings. 


Estimates of “space expenses’. — costs of repairs and maintenance, 
property taxes, depreciation, insurance, and mortgage interest, are deducted 
from both paid and imputed gross rents to arrive at net rents. These expenses 
are allocated between owned and rented dwellings on the ratio of gross paid 
space rents to gross imputed space rents. The repair and maintenance estimates 
are prepared in the Gross National Product Division, drawing on data from 
Central Mortgage and Housing Corporation, the 1969 National Family 
Expenditure survey, and using as projectors related data such as construction 
wage rates and residential building material prices. Property tax levies by local 
and provincial governments are estimated in the Public Finance Division of 
Statistics Canada. Adjustments are made to exclude levies on non-residential 
property and tax subsidies paid by some provincial governments. Depreciation 
on residential non-farm property is estimated by the Construction Division, 
Statistics Canada. The estimates are calculated from housing stock figures 
valued at replacement cost. Insurance premiums on residential non-farm 
dwellings are obtained from the Superintendent of Insurance for Canada. 
Mortgage interest on residential non-farm property is calculated in the Gross 
National Product Division. Data on balances outstanding for mortgages held in 
Canada by life insurance companies, banks, loan companies, trust companies, 
individuals, corporations, government agencies and non-residents are taken 
from the reports of Central Mortgage and Housing Corporation, reports of the 
Superintendent of Insurance for Canada, the Public Accounts and other 
sources. Effective rates of interest are derived for each group and applied to 
the outstanding balances to arrive at a total mortgage interest figure. Total 
interest is then allocated on the basis of available data between non-residential 
and residential property. 


Total net paid and imputed rents (residential non-farm) as estimated 
above are adjusted to eliminate net residential rents flowing to the 
non-personal sectors in order to arrive at net paid and imputed rents received 
by individuals. The estimate of residential non-farm rent received by the 
non-personal sectors is based on the reports of Central Mortgage and Housing 
Corporation, a special corporation sample study for the years 1926-44, 
Taxation Statistics, and data on rent received by corporations as published in 
Corporation Financial Statistics, Catalogue 61-207. 


38 Landlord facility expenses are recorded separately in personal expenditure on 
consumer goods and services in a variety of separate expenditure categories and are not 
treated as a part of consumer outlay on rent, which is confined to space rent expenditures. 
On the income side, the amortization portion of landlord facility expenses appears under 
capital consumption allowances (miscellaneous valuation adjustments). The factor incomes 
generated appear, on the income side, in their respective categories. 
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(ii) Non-residential non-farm rents received by persons are estimated as 
follows. An estimate of gross rents paid by business is first derived using the 
following sources. Data on rents paid by non-financial corporations are 
available from 1944 on from Taxation Statistics and Corporation Financial 
Statistics, Catalogue 61-207, and for the years 1926-43 from the special 
corporation sample study. Rents paid by insurance companies are compiled 
from the annual reports of the Superintendent of Insurance; and rents paid by 
federal and provincial governments, from the various Public Accounts. Only 
paid rents are included here. The “rental” return on owner-occupied premises 
used by business is implicitly a part of the estimate of profits or net income. 


Gross rents paid by unincorporated business are estimated on the basis of 
very fragmentary information. Rents paid by unincorporated retail stores for 
the years after 1944 are based on surveys made by the Merchandising and 
Services Division of Statistics Canada. For the years prior to 1944, benchmarks 
available from the 1931 and 1941 censuses are projected on the trend of rents 
paid by corporate retail stores. For the other industrial groups, the 
benchmarks of rents paid are derived from special compilations obtained from 
the census of industry, or from special surveys. In several industries, 
projections are made on the basis of rents paid by incorporated firms. 


From the total of gross rents paid, as enumerated above, rents received by 
governments and incorporated business are subtracted to arrive at estimates of 
gross rents received by individuals. Gross rents received by governments are 
based on tabulations made from the Public Accounts. Rents received by 
corporations (both financial and non-financial) are obtained from Taxation 
Statistics, from the special corporation study and from Corporation Financial 
Statistics, and are arbitrarily adjusted to exclude residential rents received. 
Rents received by insurance companies are available from the reports of the 
Superintendent of Insurance. 


The resulting estimates of gross non-farm non-residential rents received 
by individuals are reduced to a net basis by applying the ratio of net to gross 
rents received by persons and unincorporated business as calculated from 
Taxation Statistics, and other sources. 


(iti) Farm rents, both residential and non-residential, are estimated in the 
Agriculture Division of Statistics Canada. Imputed and paid rents on farm 
dwellings are built up from data on taxes, depreciation, and repair and other 
expenses, with an allowance for a return on investment. 


Non-residential farm rents are based on rents in kind and in cash, 
reported in the decennial censuses and for earlier years, in the 1936 and 1946 
prairie censuses. Intercensal years are estimated by projecting census figures on 
the value of farm crops and land per acre. 


Accrued Net Income of Farm Operators from Farm Production3° (Table 12, 
lines 7 and 8) 


Like the estimates for net income of non-farm unincorporated business, 
the net income of farm operators from farm production consists of a 


39 The estimates of accrued net income of farm operators from farm production also 
appear in Table 1 “National Income and Gross National Product”’, line 6, and in Table 8, 
“Consolidated Production Account’’, lines 7 and 8. 
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consolidation of returns to labour (wages and salaries) and returns to capital 
(profits, interest and rents) which cannot be separately identified. Thus, in this 
field also, a variety of types of factor incomes are inextricably mixed. 


The basic estimates of “net income of farm operators from farming 
operations” are prepared by the Agriculture Division of Statistics Canada and 
adjusted to meet National Income and Expenditure definitions. The method of 
estimation employed in the Agriculture Division is summarized briefly below. 
A more detailed account of the definitions and concepts is published in 
Handbook of Agricultural Statistics, Catalogue 21-511. 


In computing the estimates of “net income of farm operators from 
farming operations” the Agriculture Division constructs a synthetic operating 
account for agricultural activity. Farm cash receipts from the sale of farm 
products is first calculated by type of farm product sold. These estimates rest 
upon an extensive statistical coverage of the agricultural sector, and include 
Canadian Wheat Board participation payments on previous years’ grain crops, 
net cash advances on farm-stored grains in Western Canada and deficiency 
payments made by the Agricultural Stabilization Board. 


Estimates are made of the value, at farm prices, of food and forest 
products grown and consumed on farms, and these, together with imputed 
gross rents on Owner-occupied farm dwellings, constitute the value of income 
in kind received by farmers. The value of the physical change in farm-held 
inventories of field crops and livestock is calculated by taking the difference 
occurring in the quantities of selected field crops and the number of livestock 
on farms between the beginning and end of the calendar year and valuing them 
at average prices received by farmers during the year. These value of physical 
change figures will be positive or negative according to whether inventory 
stocks have been increased or depleted. The sum of all these items constitutes 
gross farm income. 


Farm operating expenses are then deducted from this figure. These 
include taxes on real estate, gross rents on farm land, labour costs, interest on 
farm debt, machinery expenses, crop expenses, feed and other livestock 
expenses, repairs to buildings, depreciation charges, and so on. 


The estimates are based on a wide range of sources and methods too 
extensive for detailed comment here. To the net figure, after deduction of 
these expenses, are added such government payments to farmers as payments 
under the Prairie Farm Assistance Act, payments made under the Lower 
Inventory for Tomorrow (LIFT) program, and payments to farmers under the 
two-price wheat program. The resulting aggregate is called “‘net income of farm 
operators from farming operations’’. 


For national accounting purposes, certain adjustments are made to the 
estimates of total farm net income. These adjustments are shown explicitly in 
the reconciliation statement given in Table 57 of Volume 1, and are set out for 
the year 1961 in Table 5-4. 
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TABLE 5-4. Reconciliation Statement, Accrued Net Income of Farm Operators 


Adjustments to net income of farm operators from 
farming operations to arrive at accrued net 
income of farm operators from farm production 


1961 
millions of dollars 
Net income of farm operators from farming operations ............ 922 
Deduct: 
Amounts included in other components of GNP............... — 83 
Governinentsmranstetmpayanenvs'tO) PeCLSONSma a aes nsn ic cmenieeenen — 36 
Add: 
OtheradjuUstinenitsawe eee ets ee eet er ee ees oa se Aen ee PRO 9: -— 4 
Equals: 
Net income received by farm operators from farming operations ..... 799 
Add: 
AdpostmentonserainstransacuOnsja-u. teen eeken ure onenk Eee teieoiet = 2 
Equals: 
Accrued net income of farm operators from farm production....... 826 


The first adjustment consists of deducting from the “‘net income of farm 
operators from farming operations” figure, two items which are included 
elsewhere in the Accounts — that is, the imputed rent on owner-occupied farm 
dwellings (included with net rental income of persons), and the profits of 
agricultural enterprises which are organized as corporations (included with 
corporation profits). 


The second adjustment consists of deducting government transfer 
payments (such as payments under the Prairie Farm Assistance Act) since 
these amounts do not represent income earned from activity in farm 
production. Payments to farmers from the government under LIFT and the 
two-price wheat programs are not deducted here since they are treated as 
subsidies in the Accounts and are deducted from the National Income at a 
later stage. 


A third adjustment — included with “‘other adjustments” — allows for 
differences in the method of calculating the change in farm inventories for 
national accounting purposes. In the National Income and Expenditure 
Accounts, the value of the annual physical change in inventories of field crops 
on farms since 1947 has been defined as the sum of the change in the four 
quarters of the year. However, the Agriculture Division calculates an annual 
value of physical change in these inventories based on average annual prices. 
The difference between the two figures is due to differences in the weighting 
of prices which results from these two methods of calculation and an 
adjustment must therefore be made to reconcile to the National Income and 
Expenditure Accounts basis. 


A fourth adjustment — also included with “‘other adjustments” — consists 
of an estimate of agricultural net income in Newfoundland (beginning in 
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1949). The Agriculture Division does not include that province in its annual 
surveys, and this estimate is therefore added. 


The fifth, and final, adjustment is called ‘“‘adjustment on grain 
transactions’. This adjustment constitutes an allocation of earnings arising out 
of the operations of the Canadian Wheat Board, (and in earlier years, the 
Canadian Cooperative Wheat Producers) to place the earnings of farmers 
arising out of these operations on an “accrual’’ basis.49 Since the earnings of 
these agencies are calculated, in the first instance, on the basis of changes in 
book values of inventories, the figures are modified to bring them to a value of 
physical change basis before the adjustment is determined. 


Interest, Dividends and Miscellaneous Investment Income (Table 12, lines 9 
and 10) 


These components of the income of the persons and unincorporated 
business sector consist mainly of distributed earnings in the form of interest 
and dividends received from the corporate and government business enterprise 
sector (Table 21, line 1) and from the non-resident sector (Table 25, line 4). 
Also included is interest on the public debt paid to persons (which is routed 
through the corporate and government business enterprise sector. See Chapter 
7 page 211) and the interest accruing on private pension funds, life insurance 
funds, and on funds invested by other “‘associations of individuals’. 


Because the components involved are mainly distributions of earnings of 
other sectors, and since they are recorded as outlays in the outlay accounts of 
these sectors (the corporate and government business enterprise sector and the 
non-resident sector), the discussion of the estimates is reserved for later 
chapters. The reader is referred to Chapter 7 “Corporate and Government 
Business Enterprises” and Chapter 8 “The Non-Resident Sector” for a 
description of the sources and methods underlying the calculations. 


Current Transfer Payments from Government, Corporations and Non-residents 
(Table 12, lines 11, 12, 13, 14 and 15) 


A significant portion of the income of the persons and unincorporated 
business sector consists of current transfer payments from other sectors — 
unilateral payments for which there has been no exchange of goods or services. 
By far the greater part of such payments is made by the government sector in 
the form of transfer payments to persons — family and youth allowances, 
unemployment insurance benefits, veterans’ pensions, old age security fund 
payments, Canada and Quebec Pension Plan benefits, direct relief, workmen’s 


40 The figures of farm cash income and of net income of farm operators from 
farming operations prepared by the Agriculture Division include cash payments from the 
Wheat Board and the Canadian Cooperative Wheat Producers. The cash payments made in 
any particular year can differ considerably from the flow of earnings accruing to farmers as 
a result of the “profits” earned on the operations of these agencies (they can be larger or 
smaller). The adjustment is designed to convert this portion of the income of farmers from 
a cash to an “‘accrual”’ basis which more closely reflects the timing of the flow of earnings. 
The basic data are obtained from the reports of the Canadian Grain Commission and the 
annual reports of the Canadian Wheat Board and the Canadian Co-operative Wheat 
Producers. 
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compensation benefits, grants to non-commercial institutions, and many other 
types of government transfer payments (see Table 50, Volume 1). In recent 
years, such transfer payments from the government sector have amounted to 
around 11% or 12% of total Personal Income, as Chart 5-2 indicates. Other 
current transfers from government — relatively quite small — have taken the 
form of capital assistance grants to industry. 


Government Transfer Payments to Persons 
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(EXCLUDES INTEREST ON THE PUBLIC DEBT AND CAPITAL ASSISTANCE 


In these Accounts, charitable and other contributions to non-commercial 
institutions from corporations are regarded as current transfers to persons and 
are included with the income of the persons and unincorporated business 
sector. Similarly, losses incurred by corporations as a result of bad debts of 
persons are regarded as current transfers to persons from corporations and are 
included in the income of this sector. 


Finally, some current transfers to persons are received from the 
non-resident sector, and these are also included in the income of the persons 
and unincorporated business sector. Such current transfers consist of personal 
and institutional remittances, and pensions received from abroad. 


All of the above types of current transfers are recorded in the outlay 
accounts of other sectors. For a description of the sources and methods 
underlying these estimates, the reader is referred to Chapter 6 “The 
Government Sector’ (for government transfer payments), Chapter 7 
“Corporate and Government Business Enterprises” (for corporate transfer 
payments) and Chapter 8 “The Non-Resident Sector” (for current transfers 
from the non-resident sector). 
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The Income and Outlay Account: Outlay 
(Table 13 of Volume 1) 


The outlay side of the income and outlay account of persons and 
unincorporated business consists essentially of three main sets of transactions: 
personal expenditure on consumer goods and services, covering all outlays of 
persons and Households for current consumption; current transfers to other 
sectors, mainly in the form of direct personal income taxes and other taxes 
paid to government, but with a small amount representing transfers to the 
corporate and non-resident sectors; and personal saving (together with the 
“adjustment on grain transactions’’) representing the amount of unspent or 
unconsumed income of the sector after accounting for total consumption 
outlays, the payment of direct taxes to the government, and transfers to other 
sectors. The amounts recorded here as personal saving together with the 
“adjustment on grain transactions’ become a “source of finance” for the 
capital formation of this sector and are transferred to the “sources” side of the 
capital finance account in Table 14.41 


Personal Expenditure on Consumer Goods and Services+2 (Table 13, lines 1, 2 
and 3) 


This component covers all personal outlays on goods and services by 
Canadian residents for current consumption. It is by far the largest single 
group of outlays in Gross National Expenditure, accounting for close to 60% 
of the total. Its includes consumer purchases from business of durable goods 
such as automobiles and household appliances; semi-durable goods such as 
clothing and footwear; non-durable goods such as food, alcoholic beverages 
and tobacco; and all types of services such as payment of shelter rents, outlays 
for recreation, purchased transportation, and personal care services. It includes 
direct purchases of labour services by persons and non-commercial institutions 
(e.g., domestic service and support staff). The estimates also include implied 
expenditures out of income in kind such as food grown and consumed on the 
farm and imputed rents on owner-occupied housing. 


All of the operating costs of non-commercial institutions (which provide 
their services collectively to persons and households) and of insurance 
companies are included, as described in an earlier section. Purchases of houses 
are not included here since they are regarded as capital goods and included 
with the estimates of gross fixed capital formation. The estimates include 
expenditures of Canadian residents temporarily abroad (e.g., travellers and 
members of the Armed Forces) and exclude expenditures of foreign residents 
temporarily in Canada.43 All sales taxes on purchased goods and services are 


41 It may be noted that the “adjustment on grain transactions” is recorded in Table 
12 as income of the sector and in Table 13 as a part of the “saving” of the sector. Thus the 
figure of “personal saving” as given in Table 13 and as shown in Table S is not affected by 
this adjustment item. 

42 The sum of lines 1, 2 and 3 in Table 13 ($25,930 million in 1961) is identical to 
the total appearing in line 1 of Table 2, ““Gross National Expenditure’’. 

43 Expenditures of Canadian residents temporarily abroad are entered as a positive 
entry in personal expenditure on consumer goods and services. This positive entry is offset 
by a corresponding entry appearing in imports of goods and services, so that Gross National 
Expenditure (Canadian production) is not affected. Expenditures of foreign residents tem- 
porarily in Canada are eliminated in calculating personal expenditures in order to avoid 
double counting of amounts already counted and included in exports of goods and services 
in the Gross National Expenditure. 
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included (these have their counterpart on the income side in indirect taxes). 
All expenditures that are regarded as business outlays are excluded. Purchases 
of used goods by persons are also excluded, but allowances are made for 
dealers’ mark-ups and servicing and re-conditioning costs which represent a 
part of current production. A negative adjustment (deduction) is made in the 
estimates of personal expenditure to allow for the trade-in value of used goods 
sold by persons to business. This adjustment is made in order to offset the 
entry in Gross National Expenditure represented by the addition to business 
inventories, since the Gross National Expenditure as a whole should not be 
affected by such transactions in used goods.44 


The estimates of personal expenditure on consumer goods and services 
are calculated under three broad categories: personal expenditures on 
commodities or goods; personal expenditures on services; and net personal 
expenditures abroad. 


44 In principle, the value of all used goods sold to persons should be excluded from 
the Gross National Expenditure. In fact, the necessary data are available to carry out the 
appropriate treatment only with respect to used cars. An example will serve to illustrate. 
Assume a dealer buys a used car from an individual for $400, either in trade or in direct 
purchase. This amount is recorded as a positive entry in the dealer’s inventory and a 
corresponding explicit negative adjustment is made to personal expenditure on consumer 
goods to offset the entry in inventories. Gross National Expenditure is not affected. Later, 
the dealer sells the car to a person for $600. At this point, the dealer’s inventories are 
reduced by $-400, and personal expenditure on goods is increased by $600. The difference 
of $200 represents the “net value added to production” in the transaction and is made up 
of the dealer’s mark-up, and servicing and reconditioning costs. 


Personal Expenditure on Consumer Goods and Services 
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(a) Personal Expenditure on Goods 


This estimate is made up of purchases of commodities by persons, and 
implied expenditure out of income in kind. As was noted in Chapter 2, the 
estimates for this group of expenditures have been substantially re-worked, 
and the classification of the component detail by type of commodity 
purchased has undergone substantial revision. In the main, this latter 
development reflects the creation of a new sub-category for “semi-durable”’ 
goods which has resulted in a shift of many items out of categories formerly 
defined as “‘durables’ and “‘non-durables”. A breakdown of the detail of 
personal expenditure on goods (and also on services) by major commodity 
group is given in Tables 53 and 53a in current dollars, and in Tables 54 and 
54a in constant dollars. Further comment on this commodity classification 
will be found in Chapter 14, ““Notes on Auxiliary Tables’’.45 


The method of estimating consumer spending on commodities involves a 
number of procedures in which basic primary data on total retail sales are 
adjusted, and supplemented by data from other sources, to build up an 
estimate of total consumer outlays for goods consistent with the concepts and 
‘definitions of these Accounts. Thus, for the period since 1947, benchmark | 
values of total retail sales are first established from the censuses of 
merchandising and services for the years 1951, 1961 and 1966. To these totals 
are added estimates of the value of commodities purchased by individuals 
through non-retail trade outlets. The totals thus obtained are then broken 
down into appropriate trade groupings — shoe stores, furniture and appliance 
stores, hardware stores, clothing stores, grocery and combination stores, and so 
forth. The sales of each one of these trade groupings are then adjusted where 
necessary to remove non-personal commodity purchases at retail, e.g., business 
purchases of new passenger cars, commercial vehicles, auto parts, and oil, gas 
and grease, which should not be included in personal expenditure; and to 
remove receipts for services sold at retail, which should not be included in 
personal expenditures on goods. In addition, a deduction is made to adjust for 
the trade-in value of used goods. Further adjustments are made to remove the 
sales of commodities which are only partially or inadequately reflected in 
retail sales in order that more complete estimates can be derived independently 
and added back, e.g., sales of alcoholic beverages and tobacco. 


Each of the major trade groups derived as above is in turn broken down 
into various commodity groupings — food and non-alcoholic beverages, men’s 
and boys’ clothing, footwear and repair, household appliances, furniture and 
carpets, books, newspapers and magazines, drugs and sundries, and so forth. In 
the majority of cases (except where independent commodity estimates are 
made) these trade groups are decomposed into their commodity components 
using the commodity distribution of retail trade establishment sales from the 
1951, 1961 and 1966 censuses, together with data from a retail commodity 
survey taken in 1968.46 The commodity distribution of sales made through 
non-retail outlets is also based on census data and on annual surveys. 


45 The classification structure of these tables follows, in general, the 
recommendations of the United Nations’ Statistical Office in A System of National 
Accounts. 


46 Retail Commodity Survey, 1968, Catalogue 63-518. 
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For the non-census years, annual estimates of consumer spending on 
goods are derived essentially by taking the census benchmark figures of sales 
for each trade group as estimated above, and interpolating or projecting the 
figures using the movement of sales of equivalent kind-of-business groupings 
found in the annual retail trade publications published by Statistics Canada. A 
large amount of annual information on retail sales is available from these 
sources.47 Matching this annual information to the census benchmark trade 
groups, and then carrying the benchmark estimates forward (or interpolating) 
on the basis of the change in the relevant annual series, provides the principal 
means of deriving annual estimates of consumer spending on goods by major 
retail trade groups. For the non-retail trade groups, census benchmark 
estimates are interpolated or projected to non-census years on the basis of data 
from a variety of sources — surveys of wholesale and service trade, annual 
surveys of direct selling,48 and surveys of vending machine sales.4 9 


The annual estimates of consumer spending on goods by major trade 
groups calculated as above are then broken down to yield sales by major 
commodity groups. For the most part, these breakdowns are based on 
information from the regular annual retail trade surveys, combined with census 
estimates of the commodity detail of goods sales. 


Finally, provincial and local sales taxes, which are not included in the 
retail sales figures (only federal taxes are included), are added to the 
commodity groups on which they apply. Income consumed in kind is also 
added. The resulting estimates of expenditures on commodities together add 
up to total personal expenditure on consumer goods. 


To summarize briefly, the basic method of calculating personal 
expenditure on goods for the period since 1947 can be depicted as a series of 
adjustments to the basic retail sales data, supplemented by information from a 
variety of other sources. The major steps in the procedure — not always carried 
out at the same level of aggregation, or in this order — are shown in tabular 
form in the following table. 


Total retail sales 
Add: Goods purchased through non-retail outlets 
Deduct: Non-personal purchases at retail 
Other adjustments: 
Deduct services sold at retail 
Deduct trade-in value of used goods 
Deduct sales of goods estimated directly 
Add direct estimates 
Add: Provincial and local taxes 
Add: Income in kind, goods 
Equals: Total personal expenditure on goods 


For the period 1926-46, the method of estimating consumer outlays on 
goods is broadly similar to that described above. However, there is a good deal 
more “‘patchiness”’ in these earlier estimates, since the basic information is by 


47 Retail Trade, 1961-1964, Catalogue 63-513; Retail Trade, 1961-1966, Catalogue 
63-517; Retail Trade, Revisions to 1966-1970 Post-Censal Estimates, Catalogue 63-519; and 
Retail Trade, Monthly, Catalogue 63-005. 

48 Direct Selling in Canada, Catalogue 63-218. 

49 Vending Machine Operators, Catalogue 63-213 and 63-506. 
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no means as comprehensive as for the more recent period. The value of retail 
sales for the years 1930 to 1953 inclusive is taken from an early reference 
paper of the Merchandising and Services Division,5® and is available thereafter 
on an annual basis from the reports of that Division. Adjustments were made 
to some years to correct for certain inadequacies. Retail sales, as shown by the 
1930 Census of Retail Establishments, were corrected for the volume of sales 
of establishments which went out of business (at the onset of the Depression) 
after they had been listed in the census but prior to the enumeration of their 
retail sales data. This correction was smoothed out to the year 1932 on the 
basis of related material. For the 1926-30 period, retail sales are projected 
backward on the trend of retail sales of selected incorporated retail sales 
establishments as derived from the corporate profits sample survey. 


(i) Goods purchased through non-retail outlets — A significant volume of 
retail sales to individuals occurs through outlets not classified as retail stores. 
These must be added to the retail sales figures derived from the various surveys 
of retail trade establishments to arrive at comprehensive totals. Such additions 
include: direct sales by manufacturing establishments and dairies, sales by 
book and record clubs, newsboys’ sales, and sales by other specialized direct 
sellers; sales through vending machines; sales by wholesalers and service 
establishments; and sales through produce markets and roadside farm stalls. 


Since 1961, information on direct sales by manufacturing (and some 
other) establishments has been available from Direct Selling in Canada, 
Catalogue 63-218. This series of reports provides a commodity breakdown for 
the year 1961 and annual commodity breakdowns from 1966 onward. For the 
period prior to 1960, independent estimates were made for door-to-door dairy 
sales and newspaper subscriptions and newsboy sales based upon information 
obtained from family budget expenditure data and commodity flow estimates. 


Sales through vending machines have been available, with a commodity 
breakdown, since 1961, in Vending Machine Operators, Catalogue 63-213. 
Merchandise sales to persons by wholesalers and service establishments are 
available by commodity from the 1961 Census. Since no inter-censal data are 
available, employment in wholesale and service trades is used to project the 
sales estimates to other years. 


Sales through produce markets and roadside farm produce stalls are 
added, based upon information obtained from family budget expenditure data, 
and commodity flow estimates. 


(ii) Non-personal purchases at retail — Non-personal purchases at retail, 
which are deducted from the estimate of total retail sales, are, in general, 
estimated by commodity groups. A part of building materials and hardware 
sales representing business purchases are deducted, based on information from 
the censuses of merchandising and services.Business purchases of gasoline, oil 
and grease are estimated residually. Total gasoline, oil and grease sales by retail 
establishments are obtained from the decennial censuses of retail 
establishments. The total is then interpolated or projected on the trend of 
garage and filling station sales. A personal use portion is determined (based on 
gallonage data in 1961 and an arbitrary estimate for earlier benchmark years) 
and extrapolated on a composite index reflecting total retail sales in this group 
and the proportion of personal and business consumption as indicated by 
registrations of passenger and commercial vehicles. 


$0 Retail Trade, 1930-1951, Reference Paper No. 56 (1955), Catalogue 63-505. 
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Sales of new commercial vehicles are excluded in their entirety together 
with a portion of new passenger vehicles for business use. The basic data are 
supplied by the Merchandising and Services Division of Statistics Canada. The 
business-use portion of passenger vehicle sales is estimated for selected 
benchmark years; currently a flat 20% of the sales value of new passenger 
vehicles is deducted. In the years 1942-45, (a period of war-time stringency), a 
considerably higher proportion was deducted. 


Business purchases of auto parts and accessories must also be excluded 
from the estimates of retail sales to persons. The figures are obtained by a 
similar method to that used in estimating the business consumption of 
gasoline, oil and grease. For the early years, the benchmark data for the 
personal-use portion are extrapolated on a composite index reflecting the 
trend of wholesale sales of auto parts and the changing proportion of personal 
and business consumption as indicated by registration of passenger and 
commercial vehicles. Since 1961, the personal-use portion (estimated 
arbitrarily at 25% of the total) is projected on the volume of gasoline used by 
private vehicles. 


In addition to ensuring that the estimates of consumer expenditure 
include only the personal-use portion of new car sales, the retail sales data 
must be adjusted to ensure that the net personal-use portion of used car sales is 
also accounted for. Sales of used cars by motor vehicle dealers (and used car 
dealers) to both the business and personal sectors are included in the basic 
source data on retail trade. An adjustment is therefore made to remove that 
part of used car sales which is sold to the business sector. The balance 
represents gross sales of used cars to the personal sector. At the same time, 
however, a further adjustment must be made to take account of the trade-in 
value received by consumers, which in effect constitutes sales of used cars 
from the personal to the business sector. These procedures result in 
the inclusion in consumer expenditure of net purchases of used cars by 
consumers from the business sector, consisting of dealers margins, servicing, 
and re-conditioning costs. 


The value of meals and beverages charged to business and government 
expense account must also be excluded from retail sales to persons. The figures 
are computed by applying the ratio of meals and beverage expenditures to 
total travel expenditures as indicated by federal government records to the 
aggregate travel expenditures of business and government. 


Wholesale sales by retail establishments are excluded, since these are 
assumed to be wholly business-use purchases. The census benchmarks (census 
of merchandising and services) are interpolated and projected on a specially 
weighted index of retail sales. Business purchases of tractors, farm implements 
and parts are excluded, since they appear either with the estimates of gross 
fixed capital formation or with farm operating expenses. 


(iii) Provincial and local taxes — In general, retail sales estimates (and the 
commodity groups), include federal sales and excise taxes, but they do not 
include certain types of local and provincial sales taxes. These must therefore 
be added to bring the estimates of retail sales to persons to a market price basis 
of valuation. Data are obtained in connection with the estimates of indirect 
taxes. The allocation of these provincial and local taxes to the various 
commodity groups is a rather involved procedure, but essentially it consists of 
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deriving a provincial distribution of retail sales by major trade and commodity 
groups and applying the relevant rates of tax prevailing in the various provinces 
(these differ quite widely) to the value of expenditures in the province on the 
particular commodities on which the taxes are levied. 


(iv) Income in kind, goods — An imputation is made to personal 
expenditure for the value of goods consumed out of income in kind. In each 
case the figures included in expenditure are based on the estimates used for the 
income side. The item is comprised of food and fuel produced and consumed 
on farms, food to non-farm workers and issues in kind to the Armed Forces. 


The estimate of food and fuel consumed on farms is a part of the 
calculation of net farm income prepared by the Agriculture Division. It 
includes the estimated value of all types of home-grown produce consumed by 
farm families and hired help, based on average farm prices. Food received and 
consumed by non-agricultural workers is computed in connection with the 
estimates of wages, salaries, and supplementary labour income. The value of 
lodging supplied to both farm and non-farm groups is not included here, being 
classified to the services estimate. 


Estimates of food and clothing issued to the Armed Forces are prepared 
in connection with the figures of military pay and allowances. 


(b) Personal Expenditure on Services 


This includes the value of services rendered directly to individuals as 
distinct from those rendered to business or to government. For many classes of 
services, a preponderant proportion of total revenue is represented by sales to 
individuals, and the presence of business services is not an important source of 
error. In those classes where sales to business or government form an 
important part of total revenue (e.g., air transportation, telephone service) 
data as to the amount of such sales are not always available and arbitrary 
allowances must be made. 


For certain classes of services, annual surveys, or published reports of 
Statistics Canada and other agencies give information regarding personal 
expenditure. Other groups depend upon the decennial censuses (and the 1966 
census) of merchandising and services, with projections to other years being 
made on directly related series. In some cases, benchmark estimates are taken 
from census data but projections must be made on indirect evidence regarding 
trends. In a considerable number of cases, the estimates are explicitly 
articulated with calculations on the income side. 


As already noted, services of private non-commercial institutions 
(universities, charitable institutions, etc.) are measured by the expenses of 
these institutions rather than by the fees paid by individuals. Services of 
insurance companies are also measured by their expenses. 


(i) Services covered by annual surveys, or published statements — Annual 
surveys of power laundries and cleaning and dyeing establishments conducted 
by the Merchandising and Services Division provide data on the total revenue 
of these establishments.5! Allowances are made to eliminate non-personal 
expenditures, to include expenditures on coin operated laundry, dry cleaning 
and drying machines, and to include provincial taxes. 


51 Power Laundries, Dry-Cleaning and Dyeing Plants, Catalogue 63-205. 
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Bridge, tunnel and ferry toll revenues are obtained from the 
Transportation and Communication Division of Statistics Canada.52 Data on 
revenue of railways including express, inter-city and urban transit, air and 
water transport, as well as moving and storage are also obtained annually from 
this Division.53 Deductions for non-personal use are made based upon 
information received from the major operators. 


Operating revenues of telegraph and telephone companies are calculated 
using annual values from the Transportation and Communication Division.5 4 
An adjustment is made for non-personal expenditures on these services and for 
provincial taxes. Data on Post Office revenues are taken from the Public 
Accounts of the federal government, with an arbitrary allowance made for 
non-personal transactions. 


As was indicated in Chapter 2, public hospitals, including lay and 
religious hospitals mainly organized to meet municipal needs, have been 
transferred from the personal and unincorporated business sector to the 
government sector beginning in 1961.55 Prior to 1961, however, public 
hospitals — defined as institutions not operating for profit and accepting all 
patients regardless of ability to pay — are treated as non-profit institutions in 
the personal and unincorporated business sector, with their expenditures 
regarded as outlays of “associations of individuals’ and included in personal 
expenditure on services. It should be noted that a small amount of public 
hospital expenses which are charged directly to patients or their agents, such as 
differential costs of preferred accommodation, continue to be treated as an 
item of personal expenditure on services after 1961. In addition, privately 
owned profit-oriented hospitals remain in the business sector. 


The estimate of services rendered to persons by public hospitals prior to 
1961 is based on annual surveys of the Health and Welfare Division.s®6 The 
amounts under this heading include the total operating costs of such hospitals. 
In addition, the personal expenditure on services estimates include the receipts 
of private hospitals organized on a commercial basis for the period both before 
and after 1961. 


Operating costs of privately operated sickness and accident insurance 
plans are included in the estimates of personal expenditure on services. These 
are obtained from reports of the Superintendent of Insurance for Canada. 
Before the advent of publicly administered medical care schemes, individuals 
paid for the services of medical practitioners either directly or through private 


$2 Road and Street Mileage and Expenditure, Catalogue 53-201; International Toll 
Bridges, Tunnels and Ferries, Catalogue 53-202. 

53 Railway Transport: Part II, Catalogue 52-208; Railway Express, Catalogue 52-204; 
Passenger Bus Statistics, Catalogue 53-215; Urban Transit, Catalogue 53-216; Civil Aviation, 
Catalogue 51-202; Water Transportation, Catalogue 54-205. 

54 Telegraph and Cable Statistics, Catalogue 56-201; Telephone Statistics, Catalogue 
56-203. 

55 This change does not affect government-owned and operated special treatment 
hospitals such as mental hospitals, turberculosis sanitaria, and veterans’ hospitals. These 
have always been classified to the government sector, as part of the activities of “general 
government”’. 

56 Hospital Statistics, Volume V, Hospital Revenues, Catalogue 83-214; Hospital 
Statistics, Volume VI, Hospital Expenditures, Catalogue 83-215. 
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insurance plans, and outlays in each case are recorded under personal 
expenditure on services. Since the passage of the Medical Care Act of 1968, 
each of the provinces has introduced a government administered medical care 
scheme. (It should be noted, however, that in a number of the provinces 
universal medical care schemes were in force prior to the passage of this Act.) 
As these provincial schemes were introduced over the 1962-71 period, 
expenditures for medical care services in the Accounts were progressively 
transferred from personal expenditure on services to government current 
expenditure on goods and services. Almost all medical care outlays are 
included in the government sector after 1971. 


The estimates of services rendered by universities is measured by their 
total operating costs.57 The data are obtained from the Education, Science 
and Culture Division.58 Personal expenditures for private schools, other 
educational and cultural services as well as for board and lodging in universities 
is calculated on the basis of information available from the above-noted 
Division. The value of services rendered by institutions engaged in life, 
accident, theft, personal property, casualty and automobile insurance is also 
measured by their operating costs (including profits); these data are available 
from the reports of the Superintendent of Insurance for Canada, and are 
adjusted arbitrarily to exclude the business portion. 


(ii) Services estimated on basis of directly related series — A number of 
the service groups depends upon projection from benchmark data on the trend 
of directly related series. In most cases, the decennial censuses (and the 1966 
census) of merchandising and services provide the benchmark material. Thus, 
gross receipts from providing hotel accommodation, meals, and the service 
portion of alcoholic beverages are calculated principally on the basis of census 
data. Projections are made using a variety of information from the 
Merchandising and Services Division, the Public Finance Division, and 
provincial Liquor Control Board or Commissions.59 Arbitrary allowances are 
made for the non-personal portion of these services. An adjustment is also 
made for provincial taxes. 


Revenues of commercial recreation establishments, including billiard 
parlors, bowling alleys, and stadiums are obtained from the censuses of 
services. Amusement taxes are added to this figure. Projection is made to other 
years on the trend of salaries and wages earned in this group. A similar 
approach is used for the estimation of taxi fares: the benchmark based on 
census data is projected on the basis of salaries and wages earned in this group. 
A deduction is made for the non-personal use of taxis. 


Funeral and burial expenses are based on receipts of funeral and 
undertaking establishments obtained from the decennial censuses of services 
(and the 1966 census), and occasional reports issued by the Merchandising and 
Services Division.6® An adjustment is made to include receipts of cemeteries 


57 Total operating costs do not include expenses of university residences. 
$8 Survey of Education Finance, Catalogue 81-208. 


59 See for example, Restaurant Statistics, Monthly, Catalogue 63-011; Control and 
Sale of Alcoholic Beverages in Canada, Catalogue 63-202; and Traveller Accommodation, 
Formerly Hotels, Catalogue 63-204. 


60 See for example, Funeral Directors, 1964, Catalogue 63-511; and Funeral 
Directors, 1968, Catalogue 63-520. 
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and crematories. Projection is on the trend of a composite index of number of 
deaths and the consumer price index. Operating expenditures of trade unions 
are calculated using data from the Corporations and Labour Unions Return 
Act Administration and information published in Taxation Statistics. 


Receipts of motion picture theatres are obtained from the decennial 
censuses (and the 1966 census) of services. Projection is made to other years 
on the trend of motion picture theatre receipts adjusted to include taxes. 
Cablevision charges are estimated using data from the Canadian 
Radio-Television Commission.§¢ ! 


(iii) Estimates based on indirect evidence — In some cases, projection 
from reliable benchmark estimates is made on the basis of inadequate 
information concerning trends. Thus, census benchmark data on barber and 
beauty parlor care are projected on the trend of population and consumer 
price index data. In other cases, both the benchmark and the projector are 
inadequate. Series such as operating expenditures of charitable and benevolent 
institutions (associations of individuals) and of political parties fall into this 
category. 


(iv) Estimates explicitly articulated with the income side — A number of 
the estimates required to compute expenditure on services have already been 
made in connection with the calculations of components of the Gross National 
Product. Some of these estimates may be used directly without adjustment, 
but others require modification before they can be integrated with the 
expenditure side. 


Farm and non-farm residential space rents (including garages) paid and 
imputed are calculated in connection with the rent component of Net Income 
of Non-farm Unincorporated Business including Rent. Landlord facility 
expenses (associated with both rented and owner-occupied shelter) such as 
fuel, electricity, janitor services, and amortization of furniture, stoves, 
refrigerators and other equipment supplied are included separately in personal 
expenditure on consumer goods and services in the various separate 
expenditure categories to which they relate. 


Wages and salaries (including income in kind in the form of food 
received) paid by persons for the services of domestic servants and babysitters 
are calculated in connection with the estimates of wages, salaries, and 
supplementary labour income. The estimate is used here without adjustment. 


Personal expenditure for the service of board and lodging is taken as 
being equal to net income from boarding and lodging, which forms a part of 
the estimate of net income of non-farm unincorporated business. The figure is 
included on a net basis since expenses relating to boarding and lodging are 
implicitly included in personal expenditure for food, rent, fuel and so forth. 


Estimates of personal expenditure for the services of physicians and 
surgeons (prior to the introduction of government medical care plans), 
dentists, nurses and lawyers are all related to the estimates of net income of 
the professional service groups. It is assumed that the ratios of “gross to net 


61 See also Community Antenna Television, Catalogue 56-205. 
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income’’, established by the various surveys conducted in these professions are 
constant for all non-survey years. Gross income for non-survey years is 
computed by applying these ratios to the estimates of net income in the 
various professional groups. Non-personal use deductions are made from these 
gross estimates based upon information obtained from sample surveys of the 
individual professions. 


The estimates for the operating expenditures of welfare and religious 
organizations are based on the assumption that the wages and salaries paid 
represent a fixed percentage of the total expenditures of these organizations. 


The value of free lodging supplied to non-agricultural workers occupying 
non-residential property such as bunk-houses, hotels and steamships is added 
here as imputed expenditure. The calculation is made in connection with 
wages, Salaries and supplementary labour income. 


Personal expenditure for banking services, both paid and imputed, is 
calculated on the basis of information from the Bank of Canada and the office 
of the Inspector General of Banks. The imputation for “‘free” banking services 
rendered to persons is entered explicitly in the calculations of investment 
income. Estimates of net personal expenditure on consumer debt interest are 
based upon calculations made in estimating investment income. 


The personal share of brokerage charges and investment counselling costs 
is included here as a direct expenditure. The net income of unincorporated 
stock and bond dealers is determined from the estimates of net income of 
unincorporated businesses. An arbitrary ratio is applied to arrive at the 
personal expenditure portion. 


(c) Net Personal Expenditure Abroad 


This net adjustment is necessary to include, in personal expenditure, the 
expenditures of Canadian residents in foreign countries, and to exclude the 
expenditures of non-residents in Canada. The adjustment covers net 
expenditures of members of the Armed Forces, as well as net tourist 
expenditures. To the extent that gifts in kind sent abroad do not appear in 
retail sales (e.g., Red Cross parcels) an estimate of their value is also added. An 
arbitrary adjustment is made to Canadian tourist expenditures abroad to 
exclude expenditures chargeable to business expense accounts. The basic data 
are obtained from the Balance of Payments Division, Statistics Canada. 


TABLE 5-5. Net Personal Expenditure Abroad 
ES BETES ETT EE SET SESE EES SAAT ES LENE SE GRRE PE GIR OS 


1961 
z' millions of dollars 

Travel expenditure of Canadian residents abLOad = wen cae eee Ge eae 642 
Deduct: 

Travel expenditures chargeable to business expense accounts ...... . — 64 

Expenditures of members of the armed forces ................. 38 

Gilts diy Rind lo: Sygate Poa: 3 el ee Pe ee eee 1 

Receipts from travel expenditures of non-residents in Canada ........ — 482 

Total net personal expenditure abroad ..............-004 135 
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Current Transfers to Government and Other Sectors (Table 13, lines 4, 5, 6, 7, 
8 and 9) 


As was noted at the beginning of this discussion, the disposition of 
income by persons and unincorporated businesses is essentially accounted for 
by two main types of outlays — personal expenditure on consumer goods and 
services, and current transfers of income to government in the form of 
personal direct taxes along with other transfer-type outlays — plus a third, 
residual, element consisting of personal saving. The estimates of personal 
expenditure on consumer goods and services were discussed above. The 
purpose of the present section is to describe the nature of the current transfer 
outlays which make up so significant a part of the outlays of the sector. 


TABLE 5-6. Current Transfers to Government and Other Sectors 


1961 TZ 


at 


millions of dollnre 


Personal direct taxes (line 17, Table 44): 


Incometaxesi(liner4 siab lems) eur mensn en emenrser ence ca tei eae MNS) 11,410 
Succession duties and estate taxes (line 5, Table 13) ........ 146 228 
Employer and employee contributions to social insurance and 
Povernment pension funds (linelo. Lableel5) a a.en ee ee 673 2,892 
Other current transfers to government (line 7, Table 13 and line 8, 
BAD L CLAY) eer eee ace ate a hy Wee as oe oli Sar Ca OR ce ae es 256 1,041 


Total taxes paid to government by persons and unincorporated busi- 


TLC SS nee en eee ec rei at ony ogi aan i nayee Pete Sue Sd 1d 3,200 Seal 
Current transfers to corporations (interest on consumer debt, line 8, 

ARH 6) Cael SS a RNC REREG Se cus ROM tet RPE Sy CERI hI 130 702 
Current transfers to non-residents (personal and institutional remit- 

LAN CeSMLiNneL ab loMs)Mecwauc. te heat meee ela iracuewe ere: Bre 99 176 


As will be apparent from Table 5-6, by far the greater part of these 
transfer-type payments by persons and unincorporated businesses consists of 
the payment of personal direct taxes and other tax-type outlays to the 
government. A breakdown of personal direct taxes is given in Table 44 of 
Volume 1, by type of tax and by level of government. Included in the figures 
are taxes on income, succession duties and estate taxes,¢2 and employer and 
employee contributions to social insurance and government pension funds. 
The latter item includes contributions to unemployment insurance, workmen’s 
compensation, non-trusteed public service pensions, industrial vacation claims, 
and the Canada and Quebec Pension Plans.¢3 “Other current transfers” from 


62 Succession duties and estate taxes are ineffect payments out of capital, but since 
they represent a source of current revenue to government, they are treated in these 
Accounts as current transfers from persons to government. 

63 Employee contributions to social insurance and government pension funds are in 
effect a direct tax on the income of the employee. Employer contributions to such funds 
are treated in these Accounts as a form of labour compensation paid by employers to 
employees (supplementary labour income) which is then transferred to the government 
sector and in effect also constitutes a direct tax on the income of the employee. 
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persons to the government consist of a group of taxes which are not 
income-related (or wealth-related) but which nevertheless reduce the income 
available to persons and unincorporated businesses for spending or for saving. 
Such taxes include the personal share of motor vehicle licenses and permits, 
hospital and medical care premiums, miscellaneous licenses and permits such as 
hunting and fishing permits and marriage licenses, and various fines and 
penalties. A breakdown of “‘other current transfers” to government from 
persons is shown in Table 47 of Volume 1. 


Personal Income Taxes and Other Taxes on Persons 
% as a Percentage of Personal Income‘! 9%, 


1926 1930 1935 1940 1945 1950 1955 1960 1965 1970 72 


(includes employer and employee contributions to social insurance and government pensions funds, 
including the Canada and Quebec pension plans, hospital and medicare plans and unemployment 
insurance. Also includes the personal share of a variety of fees, licences and permits. 


Chart 5-4 shows total taxes paid to government by persons and 
unincorporated businesses as a percentage of Personal Income. The sources 
used to compile the tax data are discussed in Chapter 6, “The Government 
Sector” in the section on government revenues. 


Under the conventions adopted in these Accounts, the persons and 
unincorporated business sector also makes a transfer out of current income to 
the corporate and government business enterprise sector in the form of interest 
paid on consumer debt. The treatment in this sector accords with the concept 
as set out in Chapter 3 to the effect that a part of the interest on consumer 
debt — theso-called “‘non-productive” portion — is regarded as a transfer 
payment and is excluded from the National Income. The: persons and 
unincorporated business sector also makes transfers out of current income to 
the non-resident sector in the form of personal and institutional remittances 
paid abroad. Both of these types of transfer outlay are discussed further in 
Chapters 7 and 8, “The Corporate and Government Business Enterprise 
Sector” and ““The Non-resident Sector’’. 
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Personal Saving (Table 13, line 10) 


Personal saving (and the adjustment on grain transactions) is the residual 
amount left over after deducting personal expenditure on consumer goods and 
services and direct personal tax payments and other current transfers from the 
total income of the sector. Because the personal saving figure is calculated 
residually, it reflects the net effect of any errors occurring in the component 
estimates of income, consumer spending, and transfers to the government and 
other sectors. The error factor in this estimate is therefore likely to be greater 
than the error factor in any of the component estimates associated with it. 


Personal Saving as a Percentage of Personal 
9%, Disposable Income % 


SS — 745) 
Excluding Change i 


_in Farm Inventories 


se SUL TPO) 4a GL EAE Dt es 


ISAS SEXO 1935 1940 1945 1950 1955 1960 1965 1970 '72 
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If the personal saving figure were to be disaggregated, it would be seen to 
consist of many elements of saving by persons and households — the 
accumulation of bank balances, purchases of stocks and bonds, the repayment 
of mortgages, the net retirement of bank and finance company loans, 
accumulations in life insurance and pension funds, changes in farm inventories 
and inventories of other unincorporated businesses, and many other forms of 
saving. The Financial Flow Accounts, Catalogue 13-002, are designed to show, 
on a disaggregated basis, the changes in assets and liabilities which underlie the 
saving and investment figures, and to depict the way in which savings are 
mobilized to finance the economy’s investment in financial and non-financial 
assets. Personal saving as a percentage of disposable income is shown in Chart 
5-5.64 


64 Disposable Income is defined as the amount left over from Personal Income after 
payment of personal direct taxes and other tax-type outlays to the government (i-e., 
Personal Income less direct personal and other taxes equals Disposable Income). 
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The ‘“‘adjustment on grain transactions” (Table 13, line 11) was discussed 
at the beginning of this chapter. and also in the section “Accrued Net Income 
of Farm Operators from Farm Production”’. 


The Capital Finance Account 
(Tables 14 and 15 of Volume 1) 


Sources of Saving (Table 14, lines 1, 2 and 3) 


In the capital account of the persons and unincorporated business sector, 
personal saving and the adjustment on grain transactions are carried down 
from Table 13 and recorded as a source of finance for the sector’s investment 
in physical and financial assets. Capital consumption allowances and 
miscellaneous valuation adjustments are also entered here as a source of saving 
available to finance investment. 


The capital consumption estimates are made up of capital consumption © 
allowances on farm buildings and equipment (about one quarter of the total), 
capital consumption allowances on the housing stock of the sector (about 
one-quarter),65 capital consumption relating to non-farm unincorporated 
business (close to a third), and various valuation adjustments. About half of 
the estimate, including farm and housing capital consumption, is on a 
replacement cost basis; the remainder is on an historical cost basis. 


The replacement cost estimates of capital consumption in agriculture are 
calculated by the Agriculture Division of Statistics Canada and form an item of 
expense in the synthetic operating account from which estimates of farm net 
income are derived. The replacement cost estimates of capital consumption on 
housing are based on estimates of fixed reproducible capital at market value 
made by the Construction Division of Statistics Canada. The historical cost 
estimates for other unincorporated businesses, including independent 
professional practitioners, are built up industry by industry, using data 
obtained from tabulations of the Department of National Revenue. The claim 
portion of business and residential insurance — the largest part of the 
miscellaneous valuation adjustments — is based on information from reports of 
the Superintendent of Insurance. 


65 Capital consumption allowances on that part of the housing stock which is 
owner-occupied does not provide a source of funds for the financing of investment activity 
in the same sense as the other components of capital consumption since the estimates here 
are imputed and are not reflected in market transactions. Nevertheless, the amounts must 
be brought down as a source of finance in the capital finance account if the sector’s total 
saving is not to be understated. This is because only imputed net rents (imputed gross rent 
less imputed capital consumption and other costs) enter into the income of the sector, but 
imputed gross rents (including capital consumption) are charged to the outlays of the 
sector. Personal saving is therefore net of capital consumption charges, whether such 
charges are imputed or real. Where such charges are imputed, personal saving is in effect 
artificially reduced by the amount of imputed capital consumption, and this must be added 
back in calculating the total flow of saving available to finance investment. Where such 
charges are real, a transaction corresponding to a market-based income flow has taken place, 
and these amounts provide a real source of funds for the finance of investment. 
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Disposition of Saving (Table 15, lines 1, 2, 3 and 4) 


The total of the sector’s saving as estimated above is available to finance 
the sector’s activity in the following areas: investment in physical assets, that 
is, gross fixed capital formation in housing, non-residential construction, and 
machinery and equipment — and investment in farm inventories and grain in 
commercial channels;66 capital transfers to non-residents in the form of net 
inheritances and migrants’ funds paid abroad; and investment in financial 
assets, that is, net lending to other sectors (which also includes an 
unidentifiable amount of net purchases of existing non-financial assets).67 


Gross Fixed Capital Formation (Table 15, line 1) 


Since the late 1940’s estimates of total gross fixed capital investment 
spending in Canada — on housing, non-residential construction, and machinery 
and equipment — have been available from annual surveys undertaken by 
Statistics Canada in cooperation with the Department of Industry, Trade and 
Commerce.®8 Total estimates are built up for the earlier period from a variety 
of sources including a background study of private and public investment for 
the years 1926-51, published by the Department of Trade and Commerce in 
the 1950’s.69 The estimates of fixed investment spending by persons and 
unincorporated businesses given in Table 15 constitute only a part of this total 
of fixed investment spending in Canada, accounting for about one quarter of 
the total in 1961, and currently accounting for about one-fifth. The discussion 
which follows is concerned essentially with this particular part of the total 
estimate. 


66 Changes in inventories of non-farm unincorporated businesses should also be 
included in the investment in inventories of this sector. However, the amounts are not 
separately identifiable in the inventory statistics. The amounts are consolidated with the 
changes in total non-farm business inventories in the capital finance account of the 
corporate and government business enterprises sector, Table 23. 

67 Net purchases of existing non-financial assets are implicitly included with the net 
lending figure which is calculated residually. The matter is discussed more fully in Chapter 
4, 


68 Published in the series, Private and Public Investment in Canada, Outlook and 
Regional Estimates, Catalogue 61-205. 


69 Private and Public Investment in Canada, 1926-1951, Department of Trade and 
Commerce, King’s Printer, Ottawa, 1951 (now out of print). 


TABLE 5-7. Distributions of Gross Fixed Capital Formation by Major Sector 


1961 
| 
Millions of % of 
dollars total 
Total gross fixed capital formation (line 3, Table 2) .......... 8,392 100.0 
Deduct: 
Government gross fixed capital formation (line 4, Table 2) .... 1,674 19.9 
Equals: 
Business gross fixed capital formation (line 8, Table 2) ...... 6,718 80.1 
Deduct: 
Corporate and government business enterprise gross fixed capital 
fonmatOoneainenl! = Lables2s) wertw seach oy > ateme Seal 3) ee cea 4,462 Saha 
Equals: 
Gross fixed capital formation of persons and unincorporated 
BUSINESSES TCLINIG de ela OLE eI 9)) Wt aeeitc. fo ae oe fen eb Gta 2.256 26.9 
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Table 5-7 shows a breakdown and distribution of total fixed investment 
spending in Canada by major sector for the year 1961. The government 
portion is readily identifiable from the basic source material on which the 
estimates are based, but the primary data do not provide a readily available 
split of the remaining ‘“‘business” portion between corporate and government 
business enterprise, and persons and unincorporated businesses. This latter 
division is carried out on an industry by industry basis and employs procedures 
which aré in some degree arbitrary. 


For example, it is assumed that almost all of fixed capital spending in 
agriculture (95%) is undertaken by the non-corporate sector. The relevant 
figure is included with investment spending of persons and unincorporated 
business. In the area of housing investment, it is assumed that all purchases of 
single homes plus one half of “‘doubles’ belongs in this sector, with the 
balance of housing investment undertaken by the corporate and government 
business enterprise sector. These two components (agriculture and housing) 
together account for around three-quarters of the estimated total fixed 
investment spending of persons and unincorporated businesses shown in Table 
15. The remaining components are individually much smaller, and are broken 
down using a variety of similar procedures. 


A discussion of basic sources and .methods underlying the total estimates 
of gross fixed capital formation in Canada is given in Chapter 7 of this report 
in connection with the estimates for the corporate and government business 
enterprise sector. 


Value of Physical Change in Farm Inventories and Grain in Commercial 
Channels (Table 15, line 2) 


For inventories held on farms and grain in commercial channels, 
comprehensive figures on the quantities of physical stocks are available from 
the Agriculture Division of Statistics Canada. These are valued at appropriate 
prices (as indicated below), and the value of the physical change is calculated 
directly. The value of the physical change in inventories of field crops on farms 
is computed on the basis of annual changes in physical quantities valued at 
average annual prices for the years 1926 to 1946 inclusive. From 1947 on, use 
is made of the sum of the physical change in each of the four quarters of the 
year, valued at quarterly average prices. The physical change in livestock and 
poultry held on farms is valued for all years on the basis of an average of three 
price quotations obtained from regular surveys, viz., December, June and 
December. The sum of the field crop, livestock and poultry estimates provides 
the total estimate of farm inventory change. 


In the case of inventories of grain in commercial channels held by private 
dealers, the value of the physical change is calculated on the basis of average 
annual prices 1926-46, and average quarterly prices from 1947. It should be 
noted, however, that, on the income side of the Accounts, the income of 
private grain dealers (which is included with wholesale trade) is calculated and 
recorded in accordance with conventional business practice, that is, on the 
basis of the change in book values of grain inventories in the hands of such 
dealers. Accordingly, an inventory valuation adjustment is necessary on the 
income side to eliminate inventory gains or losses accruing to dealers on 
account of this particular method of valuation. This inventory valuation 
adjustment forms a part of the overall inventory valuation adjustment shown 
in line 8 of Table 1. 
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The data necessary for the above calculations are available in The Grain 
Trade of Canada and The Wheat Review published by the Agriculture Division 
of Statistics Canada and Grain Statistics Weekly published by the Canadian 
Grain Commission. 


Capital Transfers (Table 15, line 3) 


This item consists of net inheritances and migrants’ funds paid abroad. 
The amounts are regarded as capital transfers, rather than as transfers out of 
current income. In 1961, the net amount paid abroad was $72 million, made 
up of receipts of $104 million and payments of $176 million. The data are 
published in The Canadian Balance of International Payments and Interna- 
tional Investment Position, Catalogue 67-201. 


Net Lending Plus Net Purchase of Existing Non-financial Assets (Table 
15, line 4) 


This amount is calculated residually. It represents the amount of the 
sector’s gross saving which is left over after providing for the financing of the 
sector’s gross investment in physical assets (gross fixed capital formation and 
inventories) and capital transfers. In effect, it constitutes the sector’s net 
lending to other sectors (or net investment in financial assets) after providing 
for its own physical asset formation (see Chapter 4, and Table 4-4). 


The inclusion of net purchases of existing non-financial assets with net 
lending (or net acquisition of financial assets) reflects the fact that this final 
element in the disposition of saving is calculated residually. Because purchases 
of existing non-financial assets (used goods) are not recorded in the 
expenditure flows in these Accounts, the estimates of total saving will 
automatically include these amounts. Thus, any “residual saving” after 
accounting for the financing of gross capital formation (which excludes net 
purchases of used capital goods) and capital transfers will implicitly include 
purchases of existing non-financial assets as well as the acquisition of financial 
assets (net lending). 
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CHAPTER 6 


THE GOVERNMENT SECTOR 


Introduction 


Government expenditures, and their financing, exert a powerful influence 
on the level and direction of economic activity, and have important 
re-distributive effects on incomes. During the past quarter century, 
government revenues and expenditures have grown greatly, and their 
composition has been profoundly altered. Thus, in 1950, the combined 
expenditures of all governments in Canada — federal, provincial and local — 
amounted to about $4 billion, or 22% of Gross National Product. In 1972, 
these expenditures amounted to $40 billion, or 39% of Gross National 
Product. Over this period, government expenditure on goods and services rose 
from 13% of Gross National Product to 24%, while outlays paid out as transfer 
payments — welfare and social insurance benefits to persons, subsidies, capital 
assistance, interest on the public debt, and other transfers — rose from 9% to 
15%. Table 6-1 indicates the nature of these changes. 


TABLE 6-1. Government Expenditures for All Purposes as a 
Percentage of Gross National Product! 


Government expenditure on goods and services ............ 13.1 23.7 
Gurréentiexpendit tine derek he wt Bi eee wt 6 ee ort Bien cana 8 10.4 19.9 
Grossicapitalitormationin ghia tpatsns ee yas ia elec Sy eso eae Shore Dey 3.8 

Mvansters OlavatiOusity Pesme wa uate) s cucu me loin crete eiPedoene cco, 9.0 14.8 
IMENGICe PEO TUS WOPOEWONS oo a5 oOo ed oo es 6 tls o AN S55) DES 
SUDSIGICS Heese gs ee ecu ies ee Se oar) ge oh emi) cutie ue raw ss ee 8 03 0.8 
Capitalassistancemrnc cae & che ealeees ties Ge Se cr shea es 0.1 0.2 
{KET RES OTA NEOUS ECKLON G dis b Bie Boo Blaha 6g Soa oo one 2S) 4.0 
iitransfers:Cosmon-resid ents: eayryece renee te tre vs eee 1 ace er 0.1 0.3 


! Excluding intergovernmental transfers. Figures may not add by + 0.1 or — 0.1 due to rounding. 
2 Includes imputed depreciation on government capital assets equivalent to 1.4% of GNP in 1972. 


The increase in total government expenditures has been approximately 
matched by a corresponding growth in revenues, but the composition of 
revenues has changed significantly, as Table 6-2 indicates. Direct taxes on 
persons (and other personal tax-type transfers) accounted for twice as large a 
share of total government revenues in 1972 as in 1950, having risen to over 
40% of the total from around 20% in 1950. On the other hand, direct taxes on 
corporations accounted for only 10% of total revenues in 1972 compared with 
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22% in 1950. And the share of indirect taxes also declined sharply in the 
period, from 48% of the total in 1950 to 39% in 1972. These changes in the 
shares of govenment revenue accounted for by the various sources of revenue 
are shown in Table 6-2. 


TABLE 6-2. Government Revenues from All Sources as a 
Percentage of Total Government Revenue! 


1950 1972 


% of total revenue 


Ditectitaxes: == PérsonSa) gos chee ace ate eo eee 20.6 BS-0 
Othercurrent transfers fromspersons cece enn eee 1.4 2.8 
Direct taxes — Corporations and government business enterprises . . 22.4 10.0 
Indirecttaxes.? 5:5 se decie fences oe eo ets eee ret Moan rte go fone 48.0 38.6 
Investmentinicome 75, sce cae oe eee ee non ete 6.3 9.2 
Direct:taxes: — Non-residents jy-r-1 pene one aoe le 0.8 

Totalsv@ 5 sicsveus os cssreh ieee s Ne ule oan oxstkod are Remus uo er meee mers 100.0 100.0 


1 Excluding intergovernmental transfers. Figures may not add by + 0.1 or — 0.1 due to rounding. 


The above figures indicate something of the magnitude of government 
transactions in the present-day economy, and also of the striking changes 
which have taken place in the country’s fiscal structure over a quarter of a 
century. Because of the increasingly important role of government as a provider 
of goods and services to the community, as a redistributor of the national 
income, and as a regulator of economic activity through fiscal policy and other 
measures, large efforts have been made over the past two decades to develop 
and compile comprehensive data on the details of government revenue and 
expenditure transactions. The income and outlay and capital finance accounts 
of the government sector are shown in Tables 16-19 of Volume 1, but a large 
amount of supplementary information on government transactions is also 
given in Tables 43-52 inclusive. These latter tables provide information on the 
composition of the main categories of government revenues and expenditures, 
by level of government, and in terms of the component detail underlying the 
main estimates. 


Government expenditure on goods and services — both current 
expenditure and capital expenditure — represents a direct claim on the 
resources of the economy and is accordingly recorded in the Gross National 
Expenditure in Table 2.1 But, as is apparent from Table 6-1, expenditure on 
goods and services represents only a part of total government expenditure. It 
does not include the various types of transfer payments which have the effect 
of redistributing the National Income but which do not add to the National 
Income. As noted earlier, in 1972 about 39% of the Nation’s total income and 
output (Gross National Product) was passing through the government sector, 
either as a direct claim on the resources of the economy (government 
expenditure on goods and services, amounting to 24% of GNP), or asa 
redistribution of income (transfer payments, amounting to 15% of GNP). 


1 See Table 2, lines 2, 4 and 13. 
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The revenue and expenditure transactions recorded in the government 
tables cover all revenue and expenditure transactions related to the National 
Accounts of all levels of government. They include the transactions of 
extra-budgetary funds such as the Unemployment Insurance Fund, the Old 
Age Security Fund, and the Canada and Quebec Pension Plans, as well as the 
transactions of various government boards, commissions and agencies which 
are mainly financed out of general government revenues. The aim is to 
encompass all flows of revenue to the public sector from taxation and other 
sources, and to show how this revenue is spent. The surplus or deficit position 
on all government revenue and expenditure transactions (both current and 
capital) represents the net lending or borrowing of the government sector to or 
from other sectors of the economy.2 


Definition of Government Sector 


In these Accounts, the government sector is defined to cover a very broad 
range of activities carried out directly by the various levels of government or 
by their agencies. The essential characteristics of these government activities is 
that they are non-commercial in nature. They represent activities undertaken 
by the society on a collective basis and financed for the most part out of 
taxation or government borrowing. The activities of government business 
enterprises operating for a profit are not included here. Such enterprises are 
considered to be a part of the business sector since their method of operation 
and their motivations are similar to those of private business enterprises. 


In general, the government sector as defined here covers three main 
groups of activity for which the public authorities carry the primary 
responsibility. These are: the departmental activities of the three levels of 
government — federal, provincial and local — ordinarily included in the 
so-called “‘budgetary”’ transactions of governments;3 the transactions of many 
government-administered social insurance and trust funds, such as the 
Unemployment Insurance Fund, the Old Age Security Fund, Workmen’s 
Compensation Funds, the Canada and Quebec Pension Plans, and various 
government employee pension funds — _ ordinarily regarded as 
“extra-budgetary’’ transactions of governments; and the transactions of various 
government agencies, commissions and boards which are financed out of 
public funds, receiving all or most of their income from government grants. 
These three main groups of activity are not always mutually exclusive — for 
example, a part of the financing of the Unemployment Insurance Fund comes 
out of government “budgetary”’ expenditures, and the grants paid out to 
various boards and commissions are ordinarily charged to budgetary outlays, — 
but they provide a useful way of summarizing, in broad and general terms, the 
scope and coverage of the government sector in these Accounts. 


The “extra-budgetary” transactions of the social insurance and trust 
funds comprise a substantial part of the total income and outlay of the public 
sector. In 1972, employer and employee contributions to such funds amounted 
to almost $3.0 billion, while other tax revenues such as amounts paid into the 


2 The surplus (+) or deficit (-) position of the government sector on transactions 
related to the National Accounts is shown in Table 19, line 4 and in Table 43, line 97. 

3 A notable exception is made in the case of the federal Post Office Department which 
is treated in these Accounts as a government business enterprise. A full reconciliation of 
federal “budgetary” revenues and expenditures with federal revenues and expenditures as 
shown in the National Accounts is given in the Appendix to this chapter. 
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Old Age Security Fund amounted to over $2.0 billion.4 The investment in- 
come of these funds — mainly in the form of interest paid by governments— is 
also very substantial, amounting to around $1.0 billion in 1972. The benefits 
paid out of such funds to persons in 1972 were over $5.0 billion. These transac- 
tions, which occur largely outside of the “budgetary” accounts of the various 
levels of government, have imporant redistributive effects on the flow of in- 
come taking place between the private and public sectors of the economy. 
They are recorded and included in the government sector in this system of 
Accounts, with corresponding entries in other parts of the sector system to 
show the source of the revenues or the disposition of the out-payments. 


The activities of government agencies, commissions and boards which 
operate on an essentially non-commercial basis and which carry out various 
functions delegated to them by the public authorities are included in the 
government sector. Included here are such federal agencies as Atomic Energy 
of Canada Limited, the National Research Council, the National Capital 
Commission, and the National Film Board; such provincial agencies as hospital 
and health services commissions; and various municipal boards and agencies, 
including school boards and municipal waterworks authorities. 


Certain other activities of government, however, have quite different 
characteristics in that they involve the production of goods and services for 
sale on the open market at a price to the consumer which is intended to 
compensate wholly or largely for their costs or to yield a profit. Such agencies 
are classified as government business enterprises. The activities of these 
enterprises are of a commercial or industrial nature; examples of such agencies 
are the provincial hydro commissions, provincial telephone companies and 
federal transportation companies. The distinguishing feature of a government 
business enterprise in contrast to a general government operation is that its 
motivation and behaviour essentially parallels that of a private business 
enterprise. Its revenues are derived mainly from the sale of goods and services, 
it usually aims to be self-sustaining, and it generally maintains control over its 
transactions in the form of a profit and loss statement. A list of those federal 
and provincial agencies which are classified as government business enterprises 
is included at Appendix “B” to this chapter. i 


As has been noted in earlier chapters, since 1961 the revenue and 
expenditure transactions of public hospitals (which were treated as private 
non-commercial institutions prior to 1961) have been included with the 
government sector. These transactions are shown separately in the government 
accounts set out in Tables 43-52. The transactions of all government 
administered medical care plans are also included in this sector, although the 
transactions are not separately shown. In addition, all of the activities in the 
field of education coming under locally administered elementary and 
secondary school systems, and provincially operated community colleges are 
included.s5 These amounts are ordinarily provided for in the budgetary 
appropriations of governments. Municipal waterworks, which were treated as 
government business enterprises in the former system of Accounts, have been 
reclassified to “general government” in this revised system. 


4 The Old Age Security Fund is financed by a levy representing a specific portion of 
three separate tax bases: direct personal taxes; direct corporation taxes; and the federal 
(indirect) sales tax. 

5 Universities are not included with the government sector, being defined in these 
Accounts as private non-commercial institutions. In addition, the activities of privately 
operated schools which operate on a commercial basis for a profit are not included here, but 
are defined as part of the business sector. 
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The Cash and Accrual Bases for Recording Transactions 


For the most part, government revenues and expenditures are recorded 
on a “cash received”’ or “‘cash paid” basis. In principle, because of the way in 
which the timing of transactions occurs in other sectors of the economy, it 
would sometimes be more appropriate to record government transactions on 
an accrual or “‘payable/receivable” basis. For example, customs import duties 
may be received and recorded as government revenues at a time which differs 
from the time the imports are recorded in private inventories. Excise taxes 
may be reflected in consumer spending at a time which differs from that at 
which they are received by the government. Government expenditures for 
capital works may be made with a time lag which means that the recording of 
expenditures differs from the timing with which wages and salaries are made 
_ by the contractor on the income side. Government retroactive wage payments 
to its own employees should in principle be carried back and allocated to the 
period in which the income was earned, but the necessary information is not 
available to permit this. These types of problems with respect to the timing of 
transactions are likely to be more severe in the quarterly Accounts than in the 
annual Accounts, where the timing difference may tend to even out over a full 
year, but they nevertheless are present in the annuals to some extent. 


The most important instance in which the accrual basis is used for 
recording government transactions occurs in the case of corporation taxes. 
Because of the way in which corporations remit their taxes to the government, 
there can be major differences between corporation tax “accruals” and 
corporation tax “payments”. It has seemed desirable in these Accounts to 
adopt the “‘accrual”’ basis for the recording of corporation taxes, since in the 
business sector it is the liability or amount owing which will largely 
determine the way in which business decisions are made. In the government 
sector account (Table 16, lines 5 and 6) the figures on corporation taxes are 
entered on a “‘liabilities’’ basis, but the data are shown in a way which permits 
both “‘collections” and “‘excess of liabilities over collections” to be derived. 


Government Capital Spending 


In the former system of Accounts, government capital outlays were 
treated as a part of government current expenditure on goods and services. In 
this new revised system of Accounts, government capital outlays (government 
gross fixed capital formation and investment in inventories) are capitalized and 
treated as a part of the economy’s gross capital formation in physical assets. 
An imputed depreciation or capital consumption allowance is entered in the 
Accounts of the government sector to record the using-up of the fixed capital 
portion of these assets. The reason for this change in treatment is simply that 
government outlays for schools, hospitals, roads, harbours, airports, public 
buildings, and so forth, add to the country’s stock of capital assets, and these 
assets yield economic services Over many years, although such services do not 
form a part of the transactions of the marketplace. This change in definition 
brings the treatment of government capital outlays in these Accounts into line 
with the treatment of capital expenditures in the private business sector.¢ The 
treatment of investment in physical assets in both the public and private 
sectors is therefore now symmetrical. 


6 In the private business sector, annual capital investment outlays are not charged off 
against current year’s income (as was formerly done in the case of government capital 
expenditure). Only the depreciation on the stock of assets held by business is written off 
against current income. 
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As a result of this change in treatment, a new entry — the “saving” of the 
government sector — is recorded in the income and outlay account of this 
sector, being the difference between current income and current outlay.7 This 
“saving out of current revenue is carried down into the sources side of the 
capital account and, together with the sector’s capital consumption allowance, 
provides the source of financing for the sector’s investment in physical assets. 
The residual amount of “saving” after allowing for the financing of the sector’s 
gross capital formation in physical assets represents the surplus (+) or deficit 
(-) on government transactions in relation to the National Accounts. This is a 
measure of the net lending or borrowing of the government sector to or from 
other sectors. The figure is identical to the surplus (+) or deficit (-) on 
government transactions related to the National Accounts as it was defined in 
the former system of Accounts. 


Hospital and Medical Care Services 


As was noted in Chapter 5, until 1961, municipal, lay and religious 
hospitals were treated in these Accounts as private non-commercial institutions’ 
and included in the persons and unincorporated business sector. With the 
introduction of universal hospital care insurance under the Hospital Insurance 
and Diagnostic Services Act of 1961, the transactions of these institutions 
were transferred to the government sector beginning in that year. Thus, the 
current outlays of hospitals are now included with government current 
expenditure on goods and services and the capital outlays of hospitals are 
included with government gross capital formation. Prior to 1961, the current 
expenditures of hospitals were included with personal expenditure on 
consumer goods and services, and the capital outlays with business gross fixed 
capital formation. This change in treatment results in a “‘break”in these 
Statistical series between the years 1960 and 1961. To assist users, separate 
figures on the income and outlay transactions of public hospitals from 1961 
on are shown separately in the government supplementary tables (Tables 43 to 
52 of Volume 1). 


In connection with medical care services, various provincial plans have 
come into force over a period beginning in 1962 and extending to 1971, by 
which time all provinces had entered into agreements under the terms of the 
Medical Care Act of 1968. As various provincial plans came into force over this 
period, expenditures for medical care services in the Accounts were 
progressively transferred from personal expenditure on consumer goods and 
services to government current expenditure on goods and services. Any 
premiums paid by individuals under government administered hospital and 
medical care schemes are now included as a part of the revenues of the 
government sector (in “‘other current transfers from persons,” Table 6-2). 


7 See Table 17, line 14, Table 18, line 1, and Table 43, line 80. 

8 In 1972, hospital and medical care expenses under various government administered 
health schemes (included in government current expenditure on goods and services) 
amounted to about 4 per cent of Gross National Product. In 1950, hospital and medical care 
expenses (included in personal expenditure on consumer goods and services) amounted to 
2.1% of Gross National Product. 
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The Canada and Quebec Pension Plans 


Since the year 1966, when the Canada and Quebec Pension Plans were 
introduced, large sums of money have been transferred from the private sector 
to the public sector in the form of employer and employee contributions to 
these Plans. For example, in 1972, employer and employee contributions to 
the Pension Plans amounted to $1.2 billion. With the build-up of surpluses in 
the Plans (benefit payments having been relatively small in the first years of 
operation), the investment income of the Plans has also become substantial. In 
1972, investment income, mainly in the form of interest on provincial bonds, 
amounted to $0.5 billion. With total revenues in 1972 of $1.7 billion, and 
total outpayments of only $0.3 billion, the overall surplus in the Pension Plans 
in 1972 amounted to $1.4 billion. In the years 1966 to 1972, the cumulative 
savings or surpluses in the Canada and Quebec Pension Plans has amounted to 
$7.6 billion. ; 


The surpluses accumulating in the Pension Plans have provided a major 
source of funds for provincial borrowing. The amounts accumulating in the 
Canada Pension Plan are immediately loaned out to the provinces, and the 
provinces deposit bonds as security for these borrowings. In the case of the 
Quebec Pension Plan, the funds are managed by the Quebec Deposit and 
Investment Fund and are invested in both government and non-government 
securities. 


In constructing the government sector tables in these Accounts, the 
revenue and expenditure transactions, and the surplus position, of the Canada 
and Quebec Pension Plans were set out separately so that they could be readily 
identified and so that the surplus or deficit position of the federal, provincial 
and local levels of government could be shown exclusive of the Pension Plan 
transactions. 


However, the Pensions Plans are an integral part of the government sector 
and their transactions, which are included in all totals shown for the sector as a 
whole, should be taken into account in evaluating the overall fiscal setting of 
the government sector on a National Accounts basis. 


Employer and employee contributions to the Pension Plans are transfers 
from the private sector to the public sector. In 1972, these transfers were 
running in the neighborhood of $1.2 billion a year, with benefit payments 
amounting to only $0.3 billion. The net transfer from the private sector to the 
public sector was thus $0.9 billion. Moreover, in 1972, the provinces paid 
some hundreds of millions of dollars into the revenues of the Pension Plans as 
debt interest — payments which are reflected in reduced surpluses or increased 
deficits of provincial governments. The total surplus on Pension Plan transac- 
tions in 1972 was $1.4 billion. 


As Table 6-2 indicates, the cumulative surpluses of the Canada and 
Quebec Pension Plans over the period 1966-72 amounted to $7.6 billion. The 
Pension Plan surpluses have, in fact, been more than sufficient to cover the 
accumulated deficits of the provincial and local levels of government over this 
period. 
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TABLE 6-3. Surplus or Deficit Position of the Government Sector 


National Accounts Basis — All Levels of Government 


Provincial 


Total Federal and Quebec 
local Pension 
Plans 
billions of dollars 


Intergovernmental Transfers 


In Table 43, which shows government revenues and expenditures by level 
of government, the totals contain some duplication. This is because, when 
government sector transactions are shown by level of government, the revenue 
side will include transfers from one level of government to another (e.g., 
transfers to the provinces from the federal government, and transfers to local 
governments from the provinces) involving amounts which have already been 
received and counted as revenue at the level of government making the 
transfer. Similarly, on the expenditure side, total expenditures will include 
current transfers from one level of government to another, again involving 
some double-counting, since both the expenditures out of such transfers 
(by the recipient government) as well as the transfers themselves (by the 
transferring government) will have been counted.2 In order to obtain an 
unduplicated figure for government revenue and government expenditure from 
Table 43, it is necessary to subtract trom total revenue and total expenditure 
the amount of these intergovernmental transfers. Table 6-4 indicates the 
nature of this adjustment, which is made to both sides of the government 
account. This problem does not arise in Tables 16 and 17, where the revenues 
and expenditures of all three levels of government are consolidated, and these 
intergovernmental transfers cancel out. 


The Structure of the Government Sector Accounts 


As was noted earlier, the treatment of government capital expenditures in 
these Accounts as gross capital formation has permitted the construction of a 
set of income and outlay accounts and capital finance accounts for the 


9 Federal transfers to provincial governments include a variety of statutory grants, 
equalization payments, and grants under shared cost programs. Provincial transfers to other 
levels of government consists of transfers to local governments (mainly transfers to school 
corporations), and, since 1961, to hospitals. ) 
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government sector, similar to those in the other sectors. The saving out of 
current income and outlay, together with capital consumption allowances, 
provides the source of finance for the sector’s gross capital formation in 
physical assets. The surplus (+) or deficit (-) on these capital financing 
transactions provides a measure of the overall fiscal posture of the government 
sector, being the net lending or borrowing of the sector to and from other 
sectors. 


’ TABLE 6-4. Government Revenue and Expenditure, excluding 
Intergovernmental Transfers 


1961 


millions of dollars 
otalarevenue(hableraselines54 meen erway mes teers a te mes eer 13,531 
Add: 
Capital consumption allowances (Table 43, line 87) ........... 531 
Deduct: 
Current transfers from other levels of government (Table 43, line 27) — 2,697 
Total revenue excluding intergovernmental transfers ......... 11,365 
Total current expenditure! (Table 43, line 73) ................ SEZ ES 
Add: 
Grossicapitalstonmation (lable 43alinei92) maar sie ees ee 1,682 
Deduct: 
Current transfers to other levels of government (Table 43, line 66) .. — 2,697 
Total expenditure excluding intergovernmental transfers ...... 12,200 
Surplus (+) or deficit (—) on government transactions related to the 
INatiOnalBACCOUNTS Eta pcan eager susie «r= pes ea ke (ktgyeiety ieee ae nets — 835 


1 Includes capital consumption allowances ot $531 million. 


The structure of the government sector accounts, which is identical to 
that of the other sectors, is set out in Table 6-5. 


TABLE 6-5. The Government Sector Accounts 


1961 


millions of dollars 


Income and outlay account 


CurrentincomendablesGulines>) sae eae ees Gutke Aes Se ee ce cee 10,834 
Currentoutlaya@lablet7s lined Saminusinewa)ey). 42.5 ckote sles 2 = 10,518 
Savings Gabler lined'4) cts ccsie etenct ew aiid teter so, icuste fe 8a fe 316 


Capital finance account 


Source: 
Savinochabler Se linesl\) mei ieken cil. See oP TSN. sg ers al 316 
Capital consumption allowances (Table 18, line 2) ............. Sisit 
Total sources of finance (Table 18, line 3) ................ 847 
Disposition: 
Grossicapital formation (labled 9= lines) 1) 2'and 3)0 6 3-445. ses 1,682 
Surplus (+) or deficit (—) on transactions related to the National 
Accounts lables Online 4m toate otaka fo tneie ces 6 6 a ee ce 8s — 835 


Motalidisposivion (lable 95 lines) o- io) erence: <2) seuss sen = 847 
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Sources of Data -- General 


Unlike most areas of the Accounts where a wide and heterogeneous range 
of source material is used, the component estimates of revenue and 
expenditure in the government sector originate most typically in a common 
source — the Public Accounts and financial records of the various levels of 
government, and the financial statements of various government boards, 
agencies and commissions. Most of the information is compiled in the Public 
Finance Division of Statistics Canada. 


At the federal level, for the years from 1938 to the present, data are 
obtained from the Public Accounts of Canada and from the financial 
statements of various agencies and boards. These figures are converted to a 
calendar year basis using monthly information from the published statements 
of the financial operations of the Government of Canada, together with 
computer-produced analyses of expenditures supplied by the Department of 
Supply and Services. For the years 1926 to 1937, the data are based on an 
analysis of the Public Accounts taken from the report of the Rowell-Sirois 
Commission;!° the figures are by fiscal years ending nearest December 31 of 
the calendar year. 


At the provincial level, for the years from 1952 to date, the information 
is obtained from the Public Accounts of the provinces, and from annual 
reports of provincial boards and agencies. The data are converted to calendar 
years using quarterly financial statements submitted to Statistics Canada by 
the various provinces. For the years 1938-1951, the data are also derived from 
the provincial Public Accounts and other published reports, but information is 
not available to make the calendar year conversion; the data are by fiscal years 
ending nearest to December 31 of the calendar year. For the earlier years, the 
data are based on an analysis by the Rowell-Sirois Commission!° and 
supplemented by information from the Public Accounts of each province. All 
figures from 1926-51 are by fiscal years ending nearest December 31 of the 
calendar year. 


At the local government level, the estimates from 1951 to the present 
were derived from compilations of data received from the various Departments 
of Municipal Affairs, and from reports to the Tax Structure Committee of the 
Federal-Provincial Conference on Tax-Sharing Arrangements. Information on 
the financial operations of school boards was obtained from data assembled by 
the Education, Science and Culture Division of Statistics Canada. For the years 
prior to 1951, the estimates were based on the report Comparative Statistics of 
Public Finance,1° the 1946 supplement to the Statistical Summary of the 
Bank of Canada, and subsequent summary analyses published by the Bank of 
Canada. In all cases, the local government data are on a calendar year basis. 


Beginning in 1961, revenues and expenditures of public general hospitals 
are included with the government sector. The data are based on annual surveys 
undertaken by the Health and Welfare Division, Statistics Canada. Data 
pertaining to the Canada and Quebec Pension Plans are obtained from the 
reports of those agencies. 


10 Comparative Statistics of Public Finance, Appendix “A” of the Report of the 


Royal Commission on Dominion-Provincial Relations, King’s Printer, Ottawa, December 
1935. 
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The remainder of this chapter describes the revenue and expenditure 
categories of the government sector tables in greater detail, and provides 
additional information on the sources and methods underlying the estimates. 


The Income and Outlay Account: Income 
(Table 16 of Volume 1) 


The revenues of the government sector by major source are shown in this 
Table. They include personal direct taxes and other current transfers from 
persons; direct taxes on corporations and government business enterprises; 
direct taxes on non-residents; indirect taxes; and various types of investment 
income. An indication of the relative size of these sources of revenue is given 
in Chart 6-1, where they are shown as a percentage of the Gross National 
Product. It may be noted that the imputed capital consumption allowance on 
government fixed capital assets is not included in Table 16, but is entered as a 
source of finance of investment in Table 18. 


Government Revenue as a Percentage of Gross National Product 


(All Levels of Government) 


PERCENT PER CENT 
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ALL OTHER REVENUE INCLUDES INVESTMENT INCOME AND DIRECT TAXES ON NON-RESIDENTS. 
# ECORPORATION TAXES INCLUDE TAXES ON GOVERNMENT BUSINESS ENTERPRISES 


Personal Direct Taxes and Other Current Transfers from Persons (Table 16, 
lines 1, 2, 3, and 9) 


This group of taxes was described in Chapter 5 under “Current Transfers 
to Government and Other Sectors’ (see also Table 5-6 and Chart 5-4). It 
consists of direct taxes on the incomes of persons and unincorporated 
businesses; succession duties and estate taxes; employer and employee 
contributions to social insurance and government pension funds; and a variety 
of fees, licences and permits including hospital and medical care premiums. 
Essentially, this group of taxes covers those taxes which are paid out of 


aga 


personal incomes and which reduce the income available to persons for 
spending or saving.11 As Table 5 of Volume 1 indicates, it is this group of 
taxes which is subtracted from Personal Income to arrive at the figure of 
Personal Disposable Income. 


TABLE 6-6. Personal Direct Taxes and Other Current 
Transfers from Persons 


1961 1972 


millions of dollars 


Personal mconire taxesi(elableml Oss linleoi)) eee aerentene ranean eee UNS 11,410 
Succession duties and estate taxes (Table 16, line 2) ......... 146 228 
Employer and employee contributions (Table 16, line 3) ....... 673 2,892 

Direct taxes — Persons (Table 44, line 17) .............. 2,944 14,530 


Other current transfers from persons to government (Table 16, line 
ON Table 7 Sine 8) tare ree, els oat) ee rc eins eer eo eee 256 1,041 


Total personal direct taxes and other transfers from persons . . 3,200 Seon! 


Personal income taxes (Table 16, line 1) — This category consists of 
taxes on the incomes of persons and unincorporated businesses. The data are 
on a net collections basis, after allowing for refunds. At the federal level, an 
adjustment is made to include taxes on the investment income of life insurance 
companies, with an offsetting adjustment made to corporation income tax 
collections. At the provincial level, the personal income tax collections for all 
provinces other than Quebec are taken as the total of federal collections of 
provincial income taxes as allocated under the provincial tax collection 
agreements. For the province of Quebec, where personal income taxes are 
collected directly by the provincial government, the figures are as reported by 
that province. The federal-provincial breakdown of personal income taxes is 
given in Table 44 of Volume 1. 


Succession duties and estate taxes (Table 16, line 2) — The federal share 
of these taxes, and the revenues of the provinces who do not do their own 
collecting, are available from the Department of National Revenue. All other 
provincial data are from provincial sources. The federal-provincial breakdown of 
these taxes is given in Table 44 of Volume 1. 


11 Succession duties and estate taxes are in effect taxes on capital. However, since they 
are ordinarily regarded as a source of current income of government, they are treated in 
these Accounts as current transfers from persons to government. Capital gains taxes which 
came into effect in 1972 are also treated in these Accounts as personal direct taxes, since 
they cannot be separated statistically from the personal income taxes with which they are 
collected. Employee contributions to social insurance and government pension funds are in 
effect a direct tax on the income of the employee. Employer contributions to such funds 
are treated in these Accounts as a form of labour compensation paid by employers to 
employees (supplementary labour income) which is then transferred to the government 
sector and in effect also constitutes a direct tax on the income of the employee. 
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The treatment of this group of taxes as a current transfer from persons to 
government is somewhat of an anomaly, since such taxes are ordinarily paid 
out of capital. The treatment followed here is largely one of convenience since 
such taxes form a part of the current revenues of government. 


Employer and employee contributions to social insurance and 
government pension funds (Table 16, line 3) — Employer and employee 
contributions to social insurance and government pension funds are available 
from the Public Accounts and from the financial records of the various 
agencies and boards involved. Included here are contributions to the 
Unemployment Insurance Fund, Workmen’s Compensation Funds, the Canada 
and Quebec Pension Plans, Industrial Employees Vacations Funds, and various 
public service pension plans. Details of employer and employee contributions 
by level of government and by principal category are given in Table 44. 


Other Current Transfers from Persons to Government (Table 16, line 9) — 
This is a group of taxes paid by persons out of personal incomes but not based 
on income. It includes the personal share of motor vehicle licences and 
permits, hospital and medical care premiums, various miscellaneous licences 
and permits such as hunting and fishing permits and marriage licences, a 
variety of fines and penalties, and charitable contributions to hospitals. A 
breakdown of the data by level of government and principal category is given 
in Table 47. 


Direct Taxes on Corporations and Government Business Enterprises (Table 16, 
lines 4, 5 and 6) 


This category consists mainly of taxes on the profits of corporate 
enterprises, but it includes in addition a relatively small amount of revenue 
from taxes on the profits of government business enterprises. Taxes on the 
profits of corporations are on an accrual basis and are shown in two parts: (i) 
the amount actually collected during the period by the federal and provincial 
governments, and (ii) the difference between this amount and the accrued tax 
liabilities of corporations. 


TABLE 6-7. Direct Taxes on Corporations and Government 
Business Enterprises 


——_— 


1961 


millions of dollars 


Govetnment business enterprises (Table 16, line 4) ..............- 20 
Corporations: 
Collections (hableniGalineso)) mereeeeer cn ite ieee eta) wee teen) 2 cee eeu! 
Excess of liabilities over collections (Table 16, line6) ........... 78 


ARV EA Dante Augie Se “Ay tomer Sick En APOE AA yO Rae CNC as ROR CTOOMET (ONS (Tarmac ee 1,649 
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Because of the time lag involved in remitting taxes to the government, 
and reflecting the volatile nature of corporate profits, corporation tax 
collections have tended to lag behind corporate tax accruals during periods of 
rising profits, and to run ahead of corporate tax accruals during periods of 
falling profits. This means that there is frequently a substantial difference 
between corporate tax collections and corporate tax accruals in any individual 
calendar year — in some years these differences have amounted to as much as 
$300 - $400 million dollars. In the corporate sector, the receivable-payable or 
‘“‘accrual’’ basis of recording transactions is typically employed in business 
accounting, and it has seemed reasonable to follow this approach here on the 
grounds that it is the liability or amount owing which will ordinarily influence 
business decision-making. 


However, the analysis of government accounts usually is made on a cash 
basis. The inclusion of the excess of tax liabilities over collections in 
government revenue means that this amount is included in government saving. 
In the short-run, the excess of tax liabilities over payments by corporations 
represents funds which the corporation may use for short-term purposes. In 
the analysis of corporate saving and capital formation, however, the accrua! 
basis seems more appropriate. This breakdown of corporation direct taxes into 
two components enables the analyst to rearrange the accounts in accordance. 
with whichever treatment is preferred for a particular analysis. 


Federal corporate tax collections are derived from official records of the 
federal government. The federal government also collects corporate taxes on 
behalf of the other provinces, except Ontario and Quebec, under the provincial 
tax collections agreements, and these sources are used here. The data for the 
latter two provinces are obtained from provincial sources. 


Federal corporate tax accruals are based on information compiled by the 
Department of National Revenue or obtained from it by virtue of the 
Corporations and Labour Unions Returns Act. At the provincial level, 
estimates for the years 1958-64 were obtained by applying effective tax rates 
to the amount of taxable income per province as determined by the 
Department of National Revenue. After 1964, provincial estimates were 
prepared from analyses of corporate tax returns. Prior to 1958, no estimates of 
accruals at the provincial level are available. 


Table 45 of Volume 1 provides a breakdown, by level of government 
and type of tax, of direct taxes on corporate and government business 
enterprises. Table 56 of Volume 1 provides additional information on 
corporation taxes, on both the collections and accrual basis. 


Direct Taxes on Non-residents (Withholding Taxes) (Table 16, line 7) 


These federal taxes represent amounts of income withheld from payment 
and remitted to the federal government on earnings of non-residents. The taxes 
apply on interest, dividends, rents, royalties and other forms of income 
payable to non-residents. 


The basic information is obtained from the published records of the 
federal government. The collections data are moved back one month to allow 
for the “collection lag’? — to adjust for timing so that the tax figures conform 
more closely to the related flows of interest, dividends, and other payments to 
non-residents. 
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Indirect Taxes (Table 16, line 8) 


Unlike personal income and corporation income taxes which are levied 
directly on the incomes of factors of production, indirect taxes enter the 
Accounts as a cost of production. Accordingly, business accounting 
procedures provide a guide as to whether a tax is to be regarded as direct or 
indirect. Those taxes which represent a business cost or which are incorporated 
in prices at the retail level are taken here as indirect. They constitute, in effect, 
taxes on expenditure. By contrast, all taxes which are levied directly on the 
incomes of the factors of production are defined in these Accounts as direct 
taxes. 


The figures of indirect taxes included here represent collections of 
indirect tax revenue. They are not adjusted to an accrual basis to allow for the 
lag between the time the taxes enter business costs and the time the collections 
are remitted to the government. Adequate information to permit such 
adjustments is not available. In general, all of the collections data are based on 
official accounting records of the various levels of government. 


od 


Indirect taxes levied by the federal government consist of customs import 
duties, excise duties, excise taxes, the business share of privileges, licences and 
permits (where no direct service by the government is involved),!2 the levy 
against farmers under the Prairie Farm Assistance Act, and taxes on 
corporations other than on profits (e.g., the bank note circulation tax and the 
tax on net premiums of insurance companies). 


Provincial indirect taxes consists of all retail sales taxes including 
provincial taxes on liquor and tobacco, gasoline taxes, the profits of liquor 
commissions, the business share of motor vehicle licences and permits, the 
business share of other privileges, licences, permits and fees not involving any 
direct service by the government, real and personal property taxes, taxes on 
corporations other than on profits, and miscellaneous taxes including taxes on 
natural resources and amusement taxes. 


Indirect taxes of local governments consist mainly of real property taxes. 
These are treated as indirect whether on owner-occupied or on rented 
property. Since inclusion of imputed rent on owner-occupied property in these 
Accounts involves regarding the owner-occupier in the dual role of landlord 
and tenant, this treatment of property taxes on owner-occupied property asa 
business cost is consistent with the treatment elsewhere in the Accounts. Local 
government indirect taxes also include sales and amusement taxes and the 
business share of licences, permits and fees where no direct service is rendered 
by the government. 


The detail of indirect taxes, by level of government and type of tax, is 
shown in Table 46 of Volume 1. 


12 Where a fee is charged for the rendering of a direct service by the government, the 
amount is treated as a ‘‘sale of goods and services’”’ by the government. These amounts are 
netted out and offset against government current expenditure on goods and services to avoid 
double counting on the expenditure side of the Accounts. 
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Investment Income (Table 16, lines 10, 11 and 12) 


This category consists of three principal forms of investment income: 
remitted profits of government business enterprises;!3 interest and 
miscellaneous investment income received from persons, businesses and 
governments (which is routed through the corporate and government business 
enterprise sector because information is lacking which permits an adequate 
breakdown by sector of origin — see below); and interest and miscellaneous 
investment income from non-residents. Summary figures for 1961 are shown 
in Table 6-8. Table 48 of Volume 1 provides a more detailed breakdown of 
this component of government revenue. 


TABLE 6-8. Government Investment Income 


—_—. 
1961 1972 


millions of dollars 


Remitted profits of government business enterprises (Table 16, line 


10) ier iietake Pate tee) Bee rir ah ath I AEP R OOM oe Wr ln oe cae teae nha nea 104 604 
Interest and miscellaneous investment income from business (Table 

POQLINS MD hy eee se bews Syme eek: xe een Sd eee eee 3: 2,845 
Interest and miscellaneous investment income from non-residents 

(ClablesiG@sline2)ieek. Ate eae. wes. eee se ee eee 38 36 

LOtals ctls token wetness tetera Mena oe eek mee era eae 710 3,485 


Remitted profits of government business enterprises (Table 16, line 10) — 
Governments receive part of their investment income in the form of profits on 
the operations of government-owned business enterprises. Such enterprises 
conduct their activities on a commercial basis and are classified with the 
corporate and government business enterprise sector in these Accounts. Prior 
to 1949, all such profits (net of losses) are included with the investment 
income of the government sector. Since 1949, with the availability of more 
complete data, only that part of the profits of such enterprises which is 
remitted to the government (net of losses) is included in government 
investment income. The unremitted portion remains in the “‘saving’ of the 
corporate and government business enterprise sector as part of “‘undistributed”’ 
profits. 


At the federal level, government business enterprises include such 
agencies as Central Mortgage and Housing Corporation, the Bank of Canada, 
Canadian National Railways, the St. Lawrence Seaway, and the Post Office. 
Provincial government business enterprises consist mainly of public utilities 
such as hydro-electric and telephone systems. At the local level, urban 
transportation and communication systems, and commercially operated 
recreational services, are the principal types of government business enterprise. 


13 These are the distributed earnings of government business enterprises, somewhat 
analogous to the distribution of dividends out of corporate profits. The figures include 
imputed banking services rendered to government without specific charge. 
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Interest and miscellaneous investment income from business (Table 16, 
line 11) — Although this category of investment income is shown as originating 
in the business sector, it covers interest and other investment income received 
from persons and governments as well as businesses. The amounts, however, 
are routed through the corporate and government business enterprise sector, as 
will be explained later. The category is made up of interest on loans, advances, 
and investments; interest on government-held public funds; and royalty 
revenues. A breakdown of the amounts involved is shown in Table 6-9 for the 
years 1961 and 1972. 


TABLE 6-9. Interest and Miscellaneous Investment 
Income from Business 


1961 1972 


millions of dollars 


Interest on loans, advances and investments! .............. 246 1,274 

Interest on government-held public funds................ 173 1,150 
A 

OV ALCVETEV.CNUCS 2 mene ot toe, Sean hoc aan SEC: EE SARE ea 154 421 

Dotalsmiderir es ci need st cseen st che er 6 eue aebeh coals (A Stare yay Ae toeeak $73 2,845 


1 Excludes amounts received from non-residents of $33 million in 1961 and $36 million in 1972. 


It may be noted that a substantial part of the interest receipts under this 
heading represents interest on the public debt received by the government 
sector. For example, interest on government-held public funds (e.g., the 
federal Public Service Superannuation Account) and the interest revenues of 
the Canada and Quebec Pension Plan funds (which are mainly invested in 
provincial bonds) are made up principally of amounts which are paid out by 
governments as interest on the public debt. The figure of interest on the 
public debt which appears in the outlay account of the government sector, 
therefore, is a gross figure, and does not take account of the fact that a part of 
this debt interest is paid to the government sector itself, where it is recorded as 
investment income. The amounts of interest received on government-held 
public funds are shown, by level of government, in Table 48 of Volume 1. 


It should also be noted that all interest and miscellaneous investment 
income received by governments (apart from that paid by non-residents) is 
shown in the sector system as having been paid out by the corporate and 
government business enterprise sector. In reality, only a part of these revenues 
is actually received from the corporate and government business enterprise 
sector — for example, resource royalties, and some part of the interest on loans 
and advances. Most of the interest on government-held public funds is paid by 
the government sector to itself (as interest paid on the public debt), and some 
of the interest received on loans and advances also originates in the 
government sector (for example, provincial interest paid on federal loans to 
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the provinces). All of these amounts are nevertheless routed through the 
corporate and government business enterprise sector (instead of being shown 
as having been paid directly by the sector in which the payments originate) 
because the necessary information to permit a complete breakdown of the 
interest flows within the sector system is not available. In _ particular, 
information to clearly distinguish between payments of interest on the public 
debt which are made to persons from those which are made to business is not 
adequate. However, it is possible to obtain reasonable estimates of total 
interest received by persons, by businesses, and by governments without regard 
to the source of the interest. Accordingly, in these Accounts, all payments of 
interest on the public debt (except for payments to non-residents)! 4 are shown 
as being paid to the corporate and government business enterprise sector where 
they are combined with interest revenues and miscellaneous investment 
income .received from all other sources. The totals so derived are then 
re-routed through the outlay side of the corporate and government business 
enterprise account to the particular sector receiving the income. 


Interest on loans, advances, and investments includes, at the federal level, 
interest on loans by the federal government to various crown agencies and 
corporations,!5 and loans to provincial governments. At the provincial and 
local levels, such revenues include interest on loans to various © 
government-operated public utility systems and other enterprises. The amounts 
involved are shown in Table 48 of Volume 1. 


Revenues from resource royalties (almost entirely provincial) are treated 
in these Accounts as investment income arising out of government ownership 
of property beginning with the year 1947. The amounts are shown in Table 48 
of Volume |. Prior to 1947, such royalties are treated as indirect taxes. 


Interest and miscellaneous investment income from non-residents (Table 
16, line 12) — This category includes interest on federal government 
loans to foreign governments, which constitutes the largest component of the 
total. The information is obtained from the Balance of Payments Division of 
Statistics Canada. 


The Income and Outlay Account: Outlay 
(Table 17 of Volume 1) 


The current outlays of the government sector by major type of 
expenditure are shown in this Table. Included here are current outlays for 
goods and services (government current cxpenditure on goods and services); 
government transfer payments to persons; subsidies; capital assistance from 
government; government transfers to non-residents; and interest on the public 
debt. The capital investment outlays of the government sector (gross fixed 
capital formation and investment in inventories) are not included in Table 17 
but are shown as a disposition of saving in the capital finance account, Table 
19. 


'4 Flows of interest from and to non-residents are separately distinguishable by sector 
and are not routed through the corporate and government business enterprise account. 

'S Among these, for example, are Central Mortgage and Housing Corporation, 
Canadian National Railways, Farm Credit Corporation, Municipal Development and Loan 
Board, and the Export Development Corporation. 
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TABLE 6-10. Government Current Expenditures 


1961 


m illions of dollars 


Government current expenditure on goods and services (Table 17, lines 1, 
DSA ANI 25)) RECEP Saat eS et eens Pe AURA Neon s es Seed iy cy 6,206 


iiransier paymentswo persons ables eine!) mew. seran eeenene lore Peet ewe 2,709 
Subsidies| (iablevii7/slineyierw ara are ser wee Ss Risa. choked sts foes eee 321 
Gapitalbassistances@lablenle/alinesiGande9) nea renee com Sauer en en ecmet 21 
Transfers to non-residents (Table 17, lines 10 and 11)............. 77 
Interest on the public debt (Table 17, lines 12 and 13) ............ 1,184 

Total current outlay (excluding intergovernmental transfers) ....... 10,518 


Government Current Expenditure on Goods and Services (Table 17, lines 1, 2, 
3,4 and 5) 


As was noted in Chapter 3, the value of the services rendered by “gencral 
government” cannot be measured by the selling price of the services since 
governments render services to the community without a specific charge being 
made. No “market price’ exists for valuing the production of general 
government. Moreover, taxes cannot be taken as a realistic approximation of 
the value of these services. The value of government services is therefore 
measured by the cost or expense incurred in rendering them. All government 
expenditure on goods and services incurred in providing goods and services to 
the community without specific charge is included in Gross National 
Expenditure. The corresponding factor and other costs are included in the 
National Income and in other components of the Gross National Product. 


Where specific fees are charged for government services — for example, 
hospital fees for preferred accommodation above the standard rates, charges 
for water services, or grain inspection and weighing fees — or where 


government departments sell supplies such as books or maps — the receipts are 
deducted from government expenditure on goods and services to avoid double 
counting; these amounts will be reflected in other components of the Gross 
National Expenditure. 


The following discussion deals only with government current expenditure 
on goods and services. Government capital formation expenditures are 
discussed in the section covering the capital finance account of this sector. 


Government current expenditure on goods and services consists of the 
outlays of federal, provincial and local governments, and hospitals, for 
currently produced goods and services. Table 49 of Volume 1 provides a 
detailed breakdown of the estimates. At the federal and provincial levels, the 
figures are derived through a residual approach — by eliminating from total 
government budgetary expenditures all outlays which are not made directly to 
purchase new goods and services, i.e., transfer payments to individuals and 
private non-commercial institutions, transfer payments to business, transfers to 
other governments, losses of government-owned enterprises, provisions for 
debt retirement, reserves, write-downs and other bookkeeping adjustments, 
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and purchases of land and used capital assets. A number of adjustments are 
then made to this residual figure. The extra-budgetary expenditures on goods 
and services of agencies and boards which are classified to general government 
(i.e., agencies which are not treated as government business enterprises) are 
added in. Transfer payments to some government agencies and special funds 
which appear in budgetary expenditures are climinated and replaced by the 
latter's actual expenditures. Sales of goods and services by governments are 
transferred from revenue and netted out (deducted) here in order to avoid 
double counting in Gross National Expenditure, since these sales are included 
as outlays in the expenditures of other sectors. In the war period, refunds of 
previous years’ war expenditures arising from later re-negotiation or cost audits 
are allocated to the years to which they apply and deducted in order to correct 
for the overstatement of government budgetary expenditure which was made 
at that time. Estimates of capital consumption allowances’ on 
government-owned assets, and an estimate of imputed banking services to 
government are added. 


The resulting (largely residual) estimates of government expenditures on 
goods and services include both current expenditures (wages, salaries, supplies, 
and operating expenses ) and capital expenditures (gross fixed capital 
formation in the form of outlays for new buildings, roads, bridges, airports, 
machinery and equipment, and so forth). The gross fixed capital formation 
portion of these estimates is then separately calculated from the reports on 
Private and Public Investment in Canada, Outlook,‘ © published jointly by the 
Department of Industry, Trade and Commerce and Statistics Canada. 
Government current expenditure on goods and services is taken as the 
difference between total government expenditure on goods and _ services 
(calculated residually as above) and government gross fixed capital formation. 


At the local government level, the estimates of expenditure on current 
goods and services from 1951 on are built up directly on a gross basis from the 
various data sources described earlicr. Revenues from sales of goods and 
services are then deducted. For years prior to 1951, the estimates are derived 
residually, following an approach similar to that described above. 


In the case of hospitals, deductions are made from the total expenditure 
data supplied by the Health and Welfare Division to climinate interest 
expenditures, to offset revenues from the sales of goods and services, and to 
replace book depreciation with an estimate of capital consumption at 
replacement cost. 


The sector distribution of government purchases of goods and services 
given in Table 17 is obtained using additional data on purchases from 
non-residents from the Balance of Payments Division, and on direct labour 
services from the Labour Division. For the period 1940-45, purchases from 
non-residents include only expenditures for the maintenance of Canadian 
Armed Forces abroad (exclusive of military pay and allowances), and for 
purchases of military equipment and facilitics from other countries. From 
1946 on, the item includes contributions to international organizations, costs 
of government representation abroad, tourist advertising, and other outlays. 
The estimate of purchases from business is derived residually, by deducting 
from the total of government current expenditure on goods and services estimates 
of government purchases from non-residents and government direct labour 
services and consumption of own capital. 


'6 Statistics Canada Catalogue 61-205. 
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TABLE 6-11. Governinent Current Expenditures on Goods and Services 


ae lee a oa ge a ee 
1961 


millions of dollars 
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Purchases from government: 
DRE LA XOU GEN IOOS CMAN WH NOD) 6 acc ac orn ooo eo oneeon 3,992 
Consiinptionrol ownrcaptall (lable Mlines4) ase. sie. eeeteies te) 5133 
RurehasesHronmunon-resiaents (hablenlyietine:5))) aeseee seer sns ese see e 96 
icy Cal seen ee er en Be recs Sine Red ve ae OES Atte ke 6,206 
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(All Levels of Government) 
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% "ALL OTHER" INCLUDES SUBSIDIES, CAPITAL ASSISTANCE, AND CURRENT TRANSFERS TO NON-RESIDENTS 


#€# UP TO AND INCLUDING 1960, GRANTS TO HOSPITALS ARE INCLUDED IN TRANSFER PAYMENTS TO PERSONS. IN LATER YEARS, 
HOSPITAL EXPENDITURES ARE INCLUDED IN GOVERNMENT CURRENT EXPENDITURE ON GOODS AND SERVICES 


Government Transfer Payments to Persons (excluding Interest on the Public 
Debt) (Table 17, line 6) 


Government transfer payments to persons and non-profit institutions 
make up a significant portion of the income of the persons and unincorporated 
business sector. Such transfer payments have amounted to around 11 or 12% of 
total Personal Income in recent years (see Chart 5-2). As noted earlier, such 
transfer payments do not measure currently produced goods and services, but 
represent simply a redistribution of income already carned and counted. They 
are unilateral transactions in which there is no “quid pro quo”. Included here 
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are such federal government payments to persons as family and youth 
allowances, unemployment benefits, old age security benefits, veterans’ 
disability pensions, pensions paid to government employees, various 
scholarships and research grants, grants to private non-commercial institutions, 
and adult occupational training payments. At the provincial and local levels, 
these transfer payments include such items as social welfare payments (e.g., 
direct relief, old age and blind pensions, and mothers’ and disabled persons’ 
allowances), workmen’s compensation benefits, grants to post-secondary 
educational institutions, and grants to other private non-commercial institutions 
and associations. Pensions paid out under the Canada and Quebec Pension 
Plans also form a part of the total of government transfer payments to persons. 


Table 50 of Volume 1 provides a detailed breakdown of government 
transfers to persons, by level of government and by type of payment. 


Subsidies (Table 17, line 7) 


The greater part of the subsidy figure consists of federal production and 
consumption subsidies. Such payments are made for a variety of purposes — in 
order that the consumer may benefit from lower prices (as in the case of many 
of the subsidies paid during World War II), to protect producers against a _ 
decline in the price of their products, to encourage certain types of economic 
production, or to promote certain types of socially desirable activity. Federal 
subsidies fall generally into three broad classes: agricultural subsidies, which 
include wheat acreage reduction payments, freight assistance on western feed 
grains for livestock feeding purposes, assistance on storage costs of grain, 
premiums on livestock, and subsidies on milk and other agricultural 
commodities; business subsidies which include such items as emergency 
assistance to gold mines, payments to railways under the National 
Transportation Act, and operating grants to the Canadian Broadcasting 
Corporation; and trading losses on operations of government commodity 
agencies such as the Agricultural Commodities Stabilization Board and the 
Canadian Wheat Board. 


Provincial subsidies are paid to agriculture in the form of freight 
assistance on limestone for fertilizer and other products, and various types of 
production subsidies. Provincial subsidies to business include assistance in the 
payment of property taxes by homeowners.!7 There are no subsidies paid by 
local governments. 


A breakdown of the principal types of subsidies paid by governments is 
given in Table 51 of Volume 1. 


Capital Assistance (Table 17, lines 8 and 9) 


Capital assistance covers grants to industry for plant expansion and 
improvement or to encourage new construction. Specific examples of such 
payments are grants under programs of the Departmentof Regional Economic 
Expansion, grants towards the construction of fishing vessels, the $500 winter 
house-building bonus,and grants to foster the technical capability of Canadian 
industry. The data are shown broken down between amounts paid to 
unincorporated business (capital assistance to persons) and amounts paid to 
corporate and government business enterprises. 


17 In these Accounts, homeowners are regarded in the dual capacity of both landlord 
(business) and tenant (consumer). 
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Transfers to Non-residents (Table 17, lines 10 and 11) 


Included here are federal pensions and other benefits paid abroad — old 
age security benefits, public service pensions, and veterans’ pensions — and 
payments for international assistance (official contributions). The estimates 
are obtained from the Balance of Payments Division. 


Interest on the Public Debt (Table 17, lines 12 and 13) 
This category of government expenditure is shown in two parts: interest 


on the public debt paid to corporate and government business enterprises; and 
interest on the public debt paid to non-residents. 


TABLE 6-12. Interest on the Public Debt 


| | 1961 1972 


millions of dollars 


Paid to corporate and government business enterprises (Table 17, line 
PD RaeSe chee crete NEN ees) oh tL he OE hs eT epee cs 1,044 3,568 


Paidstomon-residents @lablemle/lincmli3)) meme nasi eeeen ein ena eran: 140 $36 


As noted earlier in this chapter, data are not available to make a full 
sector distribution of payments of interest on the public debt. In particular, 
information to distinguish between payments of public debt interest made to 
persons from those payments which are made to business is not adequate. For 
this reason, all payments of interest on the public debt which are made 
domestically (payments to non-residents are separately distinguishable) are 
shown as being paid to the corporate and government business enterprise 
account. Here they are consolidated with other receipts of interest and 
investment income, and the totals, which can be separately estimated by 
sector, are then re-routed through the outlay side of this account to the 
particular sector receiving the income. 


Chart 6-3 shows total interest on the public debt as a percentage of Gross 
National Product. It should be emphasized that the figures of debt interest 
payments are presented on a gross basis, and that they do not reflect any 
netting out to take account of receipts of debt interest paid by the government 
sector to itself. (Receipts of interest are separately recorded as investment 
income on the income side of the government account). But, as has been noted 
earlier in this chapter, large amounts of interest received by government — 
especially interest on government-held public funds such as the Public Service 
Superannuation Account and the Canada and Quebec Pension Plans — 
represent interest on the public debt paid by the government sector to itself.'8 


18 The Canada and Quebec Pension Plan funds, and most other public funds such as 
Unemployment Insurance and Workmen’s Compensation, are largely invested in government 
bonds. 


— 186 — 


Table 48 of Volume 1 provides an indication of the amounts involved — for 
example, in 1972, interest on public service pension funds and other 
government held public funds amounted to $0.7 billion, while interest on the 
Canada and Quebec Pension Funds amounted to $0.5 billion. Most of these 
revenues represent, on the outlay side of the government account, payments of 
interest on the public debt. If the appropriate amounts are netted out against 
debt interest payments, interest on the public debt as a percentage of Gross 
National Product would be a good deal less than is shown in Chart 6-3. This 
point is especially relevant to the recent period, for with the introduction of 
the Canada and Quebec Pension Plans, interest revenues of the government 
sector representing public debt interest payments have grown rapidly. 


Interest on the Public Debt 


% as a Percentage of Gross National Product % 
10 10 
9 9 
8 8 
7 7 
6 6 
5 5 
4 4 
3 3 
2 2 
| | 
1926 1930 1935 1940 1945 1950 1955 1960 1965 1970 '72 


At the federal level, interest on the public debt is recorded on an accrual 
basis from 1951on, and on a “due date”’ basis prior tol1951. At the other levels 
of government, interest on the public debt is on a “due date’’ basis for all 
years. 


Current Transfers To (and From) Other Levels of Government 


Transfer payments fo or from other levels of government are not a 
category of expenditure or revenue in the consolidated government sector 
tables. Expenditures financed out of such transfers are included at the level of 
government which spends the funds in the consolidated sector tables. 
Revenues out of which these transfers are financed are included with the 
revenues of the collecting government in the consolidated sector tables. 
However, in a disaggregation of the government sector by level of government, 
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these inter-governmental transfers do not cancel out and must be shown 
explicitly in revenues and expenditures, as is done in Table 43 of Volume 1. 
The following section discusses this particular category of government revenue 
and expenditure. 


Details of current transfers to other levels of government, by nature of 
the transfer and by level of government, are shown in Table 52 of Volume 1. 
Almost all federal transfers to other levels of government consist of federal 
payments to the provinces under the various shared cost programs, general 
purpose grants including equalization payments and statutory grants, and 
specific purpose grants. Included here are transfers under various welfare 
programs (old age and blind pensions and disabled persons’ allowances), 
transfers relating to taxation agreements and fiscal sharing arrangements, 
grants for post-secondary education, federal contributions under the Hospital 
Insurance and Diagnostic Services Act, transfers for unemployment assistance, 
transfers under the Canada Assistance Plan, the federal share of technical and 
vocational training costs, and the federal share of medical care services. Federal 
transfers to local governments are relatively small. 


Provincial transfers to other levels of government consist primarily of 
transfers to local governments, (with the major part going to school 
corporations), and transfers to hospitals. Transfers from local governments to 
other levels of government are relatively small and consist of some transfers to 
the provinces and to hospitals. 


The Capital Finance Account 
(Tables 18 and 19 of Volume 1) 


Sources of Saving (Table 18, lines 1 and 2) 


In the capital finance account of the government sector, government 
saving out of current income and outlay is carried down from Table 17 and 
recorded as a source of finance for the sector’s investment in physical and 
financial assets. Capital consumption allowances are also entered here as a 
source of saving available to finance investment. In the case of the government 
sector, all such capital consumption allowances are imputed — they are not 
reflected in market-based transactions. Nevertheless, the amounts must be 
brought down as a source of finance in the capital account if the sector’s total 
saving is not to be understated. This is because, in the income and outlay 
account, current outlays of the government sector include imputed capital 
consumption allowances, but the revenue side does not include such 
allowances. Consequently, the figure of government saving (revenues less 
current outlays) is reduced by the amount of capital consumption allowances. 
These must be added back in the capital finance account if the total saving of 
the government sector is to be shown. The treatment parallels that in the 
private sector. In the latter case, however, the bulk of the capital consumption 


allowances are operating costs which are charged against the operating. 


revenues of business enterprises and which are in turn reflected in the flows of 
income and expenditure in the market economy. 


< 
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Disposition of Saving (Table 19, lines 1, 2, 3 and 4) 


The total of the government sector’s saving as estimated above is available 
to finance the government sector’s investment activity: investment in physical 
assets, mainly gross fixed capital formation in capital installations and 
facilities, but including a small amount of investment in inventories; and 
investment in financial assets in the form of net lending to or borrowing from 
other sectors, represented by the surplus (+) or deficit (-) on government 
transactions related to the National Accounts. 


Gross fixed capital formation (Table 19, lines 1 and 2) — Government 
gross. fixed capital formation consists mainly of construction-type 
expenditures — for schools, hospitals, waterworks, sewage systems, roads, 
harbours, airports, and various other capital installations — but it also includes 
outlays for machinery and equipment and a small amount of housing. Defence 
expenditures for military equipment and defence installations are not treated 
as capital outlays, but are included with government current expenditure on 
goods and services. All levels of government are covered — federal, provincial 
and local, including hospitals. The investment spending of government business | 
enterprises is not covered here, but is classified to the corporate and 
government business enterprise sector. 


TABLE 6-13. Government Gross Fixed Capital Formation 


1961 


millions of dollars 


Residentialiconstruction(@hable 2 line) mameanewen een ence mean 9 
Non-residential construction (Table 2, line 6).................. 1,479 
Machinery andiequipment(@lablew2s line 7) ieaeaen- eee nnn ene nena 186 
0) Fl lee em nat dt ea oe Bartell inde Gi Ra ten heise AM Bad iad om. & 1,674 

Of which: 
Purchasesitiromiybusiness (lables line) me amemaies eaten ures 1,594 
Directilabourservices\M@ablest9sline2)meme-aennaeee se cae eee een 80 


Since the late 1940’s, overall estimates of total private and public 
investment in Canada have been assembled each year from a large-scale survey 
undertaken jointly by Statistics Canada and the Department of Industry, 
Trade and Commerce. The figures are published annually in the Private and 
Public Investment in Canada, Outlook reports, Statistics Canada Catalogue 
61-205. Data on government gross fixed capital formation outlays are taken 
directly from these reports, with some re-arrangement and adjustment of the 
information to conform to the definitions and classificatory framework used 
in the Accounts. 


— 189 - 


The historical series of government gross fixed capital formation back to 
the year 1926 are taken from a background study published by the 
Department of Trade and Commerce in 1951.19 Again, some adjustments and 
re-arrangements of the data have been made to conform to National Accounts 
definitions. 


Value of physical change in inventories (Table 19, line 3) — This series 
includes the changes in inventories held by government commodity agencies 
(such as the Commodity Prices Stabilization Corporation), and changes in 
holdings of uranium stocks. The data are obtained from government records. 


Surplus (+) or deficit (-) on transactions related to the National 
Accounts (Table 19, line 4) — The residual obtained by subtracting total 
government expenditures (both current and capital) from total government 
revenues is the government surplus (or if negative, the deficit) on transactions 
related to the National Accounts. This is a measure of the government sector’s 
net lending to or borrowing from other sectors. It shows whether the 
government sector has been a net contributor to, or a net demander of funds 
for the finance of investment. 


The government surplus or deficit as presented here is frequently taken as 
an indicator of whether the overall fiscal setting of the government sector 
taken as a whole is directed toward restraint or toward expansion. A surplus is 
frequently regarded as having a restraining effect on the level of economic 
activity, and a deficit, a stimulative or expansionary effect. From an 
analytical point of view, it is important to be aware that the surplus or deficit 
is not by itself an adequate measure of the degree of fiscal restraint or 
stimulation coming from the government sector. This is because the surplus or 
deficit not only affects the level of economic activity, but is affected by it. 
Thus, in 1961 the government sector as a whole was running a deficit of $835 
million, equivalent to more than 2% of Gross National Product. But in 1961, 
the economy was experiencing a large amount of economic slack. The GNP 
“sap” — that is, the shortfall of actual GNP below potential GNP — was in the 
neighborhood of 6% or 7% of potential (Chart 1-1).2° The unemployment rate 
averaged 7% of the labour force. This situation meant that government reve- 
nues in 1961 were falling short of where they would have been at relatively 
full employment by some $800 or $900 million. In other words, the govern- 
ment deficit of $835 million in 1961 was essentially a reflection of the large 
amount of slack in the economy, not of a basically expansionary fiscal setting. 


Year-to-year changes in the government sector position, from surplus to 
deficit (or from deficit to surplus) do not therefore necessarily reflect 
discretionary shifts to more expansionary fiscal settings (or to less 
expansionary fiscal settings) on the part of the public authorities. They may 


19 Private and Public Investment in Canada, 1926-1951, Department of Trade and 
Commerce, King’s Printer, Ottawa, 1951. 

20 See Perspective 1975, Sixth Annual Review of the Economic Council of Canada, 
Queen’s Printer, Ottawa, September 1969, p. 13, for an estimate of the GNP “gap”. 
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simply reflect the fact that economic slack is building up (or decreasing) in the 
economy, leading to larger (or smaller) shortfalls in government revenue 
collections.2 ! 


The surpluses or deficits shown in these Accounts differ substantially 
from the conventional budgetary surpluses or deficits shown in the 
administrative budgets of the various levels of government. The latter have been 
adjusted and supplemented to accord with the basic definitions and 
classificatory arrangements used in these Accounts. Thus the budgetary 
accounting statements of fiscal year revenues and expenditures are converted to 
a calendar year basis wherever possible. The figures are adjusted to exclude 
purely bookkeeping transactions as well as purchases and sales of existing 
capital assets. The non-budgetary revenues and outlays of various social 
insurance and welfare funds such as the Unemployment Insurance Fund, 
Workmen’s Compensation Funds, the Old Age Security Fund, government 
employee pension funds, and the Canada and Quebec Pension Plans are added 
in as part of the income and outlay of the government sector. Other 
adjustments are needed to place federal corporation taxes on an accrual basis, 
to exclude postal revenues and expenditures, and to offset revenues from the 
sale of goods and services against expenditures. 


In Table 58 of Volume | a reconciliation statement is provided which 
shows some of the more substantial adjustments which are made in moving 
from the budgetary revenues and expenditures of the federal government to the 
revenue and expenditure figures presented in these Accounts. Appendix “A” 
to this chapter indicates the nature of these adjustments. 


The majority of the adjustments in the above table are self-explanatory. 
The extra-budgetary revenues of the various social insurance and government 
pension funds under the administration of the federal government (lines 
3,4,5,6 and 7) add very substantially to the revenues of the federal sector in 
these Accounts. The adjustment for “‘excess of corporation tax accruals over 
collections”’ (line 8) is needed to place corporation taxes on an accrual basis. 
Remitted profits of government business enterprises (line 9) and interest on 
loans, advances and investments, and royalties (line 10) are independently 
calculated estimates, replacing the budgetary figure of return on investments in 
line 11 ( the latter being deducted out of budgetary revenue). Postal revenue 
(line 12) is also deducted out of budgetary revenue, since the Post Office is 
treated as a government business enterprise in these Accounts. Budgetary 


21 To overcome the problem of distinguishing between changes in the fiscal setting of 
the government sector which simply reflect automatic responses to the amount of slack in 
the system from changes which reflect discretionary policy actions, the concept of the “high 
employment budget surplus or deficit” has been developed. For a discussion of this and 
related points, see Performance and Potential, Mid-1950’s to Mid-1970’s, Economic Council 
of Canada, Queen’s Printer, Ottawa, September 1970, p. 48. See also Performance in 
Perspective, 1971, Economic. Council of Canada, October 1971, pp. 19 and 20. It may be 
noted that government expenditures are also affected by the level of economic activity, 
particularly outlays for unemployment insurance benefits. Thus the build-up of a large 
amount of economic slack may produce deficits which reflect not only revenue shortfalls 
but also larger outlays for unemployment insurance. Changes in the level of economic 
activity therefore affect the surplus or deficit in two ways — on the revenue side and also on 
the expenditure side. The “high employment budget” calculation is designed to eliminate 
these “automatic” effects from the measurements so that discretionary changes in the fiscal 
setting of the government sector can be more clearly identified. 
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revenue items offset against budgetary expenditure (line 13) are also deducted 
from revenue. These consist largely of revenues from the sale of goods and 
services. These sales appear as final expenditures in the private sector and the 
amounts involved are eliminated from government expenditure in order to 
avoid double counting. The entry “‘all other adjustments to budgetary 
revenue”’ (line 14) covers other Public Accounts revenues which are excluded 
from the National Accounts, mainly revenue from the sale of capital assets. 


APPENDIX “A” TO CHAPTER 6 


Reconciliation of Federal Budgetary Revenue with Federal Revenue 
as per National Income and Expenditure Accounts, 


Table 58, Volume 1 


1961 


millions of dollars 


1. Total budgetary revenue as per public accounts of Canada for fiscal year 
endedsManchys lira sas has eigen te ome eeloeea Alita re oe onal ay & repiras tsha a: 6 5,618 


2. Adjustment of budgetary revenue from fiscal to calendar year basis... . . 86 


Extra-budgetary revenues: 


Bee Oldraccusecuniivataxacollectionsmeras sith sie sata sth ai rite acre 624 
AVL TalnienianmeAssistan CepACtMleeVVary sc te cyeiceeel eee ele a eueleG =) <3 7 
5. Unemployment insurance, employer and employee contributions .... YT 
6. Government pension funds, employer and employee contributions ... 222 
7. Interest receipts of social insurance and government pension funds... . 115 
Sa a) Excess of corporation tax accruals Over collections... 252 214 44 3.2. 58 
9. Remitted profits of government business enterprises .......-.--- 84 
10. Interest on loans, advances and investments, and royalties. ........ 183 
Deduct: 
11. Return on investments included in budgetary revenue ........... =- 322 
‘ip eae Lostalerevenucemrmsnony lath sas Cale aee Monk MARE Ie: Bike, i ses — 179 
13. Budgetary revenue items offset against budgetary expenditure ...... — 88 
14. All other adjustments. to budgetary revenues Balers CA Ge. Pk Sw. cee 


15. Total revenue as per National Income and Expenditure Accounts (Table 
CASS TAG IY poss a erik ps 2 hy Cals ne Re oe a rr 3 rrr 6,662 


Again, the majority of the adjustments in the above table are 
self-explanatory. Capital consumption allowances (imputed), line 18, are 
added in because they do not appear in the budgetary expenditures of the 
federal government. The outlays of the extra-budgetary funds (lines 19, 20, 21 
and 22) — consisting of transfer payments from government to persons — are 
added to budgetary expenditures. Transfers from the federal government to 
the extra-budgetary funds (which appear in budgetary expenditures) are 
eliminated (line 23), since the payment out of such transfers will be recorded 
in the outlays of the funds themselves.22 A net adjustment is made in line 24 
to replace budgetary appropriations and grants to various agencies with their 


22 Amounts paid into these funds by the government as an employer on behalf of its 
own employees are not included here. Such payments are treated as government 
expenditure on labour account (supplementary labour income) and are included in 
government expenditure on goods and services. 
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actual expenditures. In line 25, Post Office expenditures are deducted from 
budgetary outlays. This agency is treated as a government business enterprise 
in these Accounts, with its total expenditures being offset against its total 
revenues to determine the operating profit or loss. In line 26, the deficits of 
various government business enterprises, included as part of budgetary 
expenditure, are deducted, since they are offset against the profits of 
government business enterprises in estimating the income of the corporate and 
government business enterprise sector. Purely bookkeeping entries such as 
reserves and write-offs are deducted in line 27. In line 28, the amounts which 
are deducted from budgetary revenue as sales of goods and services in line 13 
are carried across and offset against government expenditure since they appear 
in the expenditures of the private sector. “‘All other adjustments to budgetary 
expenditures” (line 29) includes commissions on new bond sales,23 imputed 
banking services to government, and changes in inventories which are not 
included in budgetary expenditures. It also includes a negative adjustment to 
offset amounts of used capital assets sold by the government sector to the 
private sector. 


23 Commissions on new bond sales are ordinarily paid out of the proceeds of the sales 
and are not recorded as budgetary expenditure in the Public Accounts. 


Reconciliation of Federal Budgetary Expenditures with 
Federal Expenditures as per National 
Income and Expenditure Accounts 


Table 58, Volume 1 


1961 
$ millions 
16. Total budgetary expenditure as per public accounts of Canada for fiscal 
vearended Marcia teams teens) stra ee eee Pe eee ee Lone 3,958 
17. Adjustment of budgetary expenditure from fiscal to calendar year basis . . 352 
lSmi@apitaliconsumptionvallowancesgee-ieees-t clear eee ee ee eee RIV) 
Expenditures of extra-budgetary funds: 
(Ome Oldvapesecunityatind pay. emts mmm eile eee pe armen eo 603 
IW, WINSTON IEE IIR NOT. 2556 550s sob Boe Ses 6 Go o 494 
Dia GOVermmnentspensionwund payimentsm-r) -maneee eee) cieteencieien eee ene 65 
DP eee vraiticfatinvassistanceaGt payanentstecmsme eel ence een eens tame nem 35 
23 pabranstersto extra-budgetaryrunds a4 deer cals Renee nanenens ce sine) arene — 64 
24. Adjustment to place other government funds and crown agencies on a dis- 
ibursementibasis#ri.7..aues Palaieye Fae teh ey ateled Okc eee eeseels, create 5 
Budgetary expenditures offset against income of government business 
enterprises: 
25-01 BOstofficemxpengHune | Ae i Wat- au. ia adden = Ginnelsent 9 + gieeeneee — 183 
26-0) elicits on government buSsinessenterprisese ciemensmeia ikane tee kea ee — 85 
Diaalesenves and wirite-Offs toc esp wii, cule, cise eae) Cie) Ge eh tn — 39 
28. Budgetary revenue items offset against budgetary expenditure ....... — 88 
29: Allvother adjustments to budgetary expenditures. . .)..-seue) yee eee 39 


30. Total current and capital expenditure as per National Income and Expen- 
diture Accounts (Table 43, line 74 plus line 93) .............. TASY 
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Surplus (+) or Deficit (—) 


1961 


Budgetary surplus (+) or deficit (—) as per public accounts of Canada (line 


DemanNUSslines 6) taser geen eee eee shee PE eC Ys oF Petcare Mie aim at 5 


Net adjustments to budgetary revenues and expenditures for National In- 
come and Expenditure Accounts, as per above tables............ 


Add: 
Imputed capital consumption allowances carried into expenditure but 
NOTING TEVENUC! salads) ack, ee Sel eee ek ae CU en Re Read os 


Equals surplus (+) or deficit (—) as per National Income and Expenditure 
Accounts, Table 43, line 98 (line 15 minus line 30 plus capital consump- 
tion allowances in above reconciliation tables) ............... 


millions of dollars 
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117 


— 410 


APPENDIX B TO CHAPTER 6 


Federal Government Business Enterprises 


Air Canada 

Bank of Canada 

Canada Deposit Insurance Corporation 
Canada Development Corporation 
Canadian Arsenals Limited 

Canadian Broadcasting Corporation 
Canadian Commercial Corporation 
Canadian Government Elevators 

Canadian National Railways 

Canadian Overseas Telecommunications Corporation 
Canadian Saltfish Marketing Corporation 
Canadian Wheat Board 

Central Mortgage and Housing Corporation 
Eldorado Nuclear Limited 

Export Development Corporation 

Farm Credit Corporation 

Freshwater Fish Marketing Corporation 
Industrial Development Bank 

National Harbours Board 

Newfoundland Coastal Services 
Newfoundland Ferry Ai Terminal 
Northern Canada Power Commission 
Northern Transportation Company Limited 


Polymer Corporation 


BO 
Federal Government Business Enterprises — Concluded 


Post Office 

Prince Edward Island Car Ferry and Terminal 
Royal Canadian Mint 

St. Clair River Broadcasting Limited 

St. Lawrence Seaway Authority 

Seaway International Bridge Corporation Limited 
Trent Rubber Services 


Yarmouth-Bar Harbour Ferry 


Provincial Government Business Enterprises 


Newfoundland 
Elizabeth Towers Limited 
Harmon Corporation 
Hotel Buildings Limited 
Labrador Linerboard Limited 
Marystown Shipyard Construction Limited 
Newfoundland Fibrply Limited 
Newfoundland Liquor Commission 
Newfoundland and Labrador Housing Corporation 
Newfoundland and Labrador Power Commission 
Northern Labrador Services Division 
Power Distribution Districts 


St. John’s Housing Corporation 


Prince Edward Island 
Industrial Enterprises Incorporated 
Prince Edward Island Industrial Corporation 


Prince Edward Island Liquor Control Commission 
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Nova Scotia 
Deuterium of Canada Limited 
Halifax-Dartmouth Bridge Commission 
Industrial Estates Limited 
Keltic Lodge 
Nova Scotia Light and Power Company Limited 
Nova Scotia Liquor Commission 
Nova Scotia Power Commission 
Sydney Steel Corporation 


The Pines Hotel 


New Brunswick 
New Brunswick Development Corporation 
New Brunswick Electric Power Commission 
New Brunswick Housing Corporation 


New Brunswick Liquor Control Commission 


Quebec 
Handicraft Centre 
James Bay Development Corporation 
Quebec Autoroutes Authority 
Quebec Deposit and Investment Fund 
Quebec Hydro-Electric Commission 
Quebec Industrial Development Corporation 
Quebec Liquor Corporation 
Quebec Mining Exploration Company 
Quebec Petroleum Operations Company 
Quebec Sugar Refinery 
Sidbec-Dosco Limitée 


Société d’exploitation des loteries et courses du Québec 


207 = 

Ontario 
Hydro-Electric Power Commission of Ontario 
Liquor Control Board of Ontario 
Ontario Food Terminal Board 
Ontario Housing Corporation 
Ontario Northland Transportation Commission 
Ontario Stock Yards Board 
Ontario Water Resources Commission 
Province of Ontario Savings Office 
Star Transfer Limited 

Manitoba 
Liquor Control Commission of Manitoba 
Manitoba Development Corporation 
Manitoba Housing and Renewal Corporation 
Manitoba Hydro-Electric Board 
Manitoba Public Insurance Corporation 
Manitoba Telephone System 
Manitoba Water Supply Board 

Saskatchewan 
Province of Saskatchewan Liquor Board 
Saskatchewan Economic Development Corporation 
Saskatchewan Forest Products 
Saskatchewan Fur Marketing Service 
Saskatchewan Government Insurance Office 
Saskatchewan Government Printing Company 
Saskatchewan Minerals 
Saskatchewan Power Corporation 
Saskatchewan Pulpwood Limited 
Saskatchewan Telecommunications 
Saskatchewan Transportation Company 


Saskatchewan Water Supply Board 
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Alberta 
Alberta Government Telephone Commission 
Alberta Housing Corporation 
Alberta Industrial Corporation 
Alberta Investment Fund 
Alberta Liquor Control Board 
Alberta Opportunity Fund 
Bow River Irrigation District 
St. Mary’s River Irrigation District 


Treasury Branches Deposits Fund 


British Columbia 
British Columbia Hydro and Power Authority 
British Columbia Railway Company 


Liquor Control Board of British Columbia 


Yukon 


Liquor Control Board 


Northwest Territories 


Northwest Territories Liquor System 


Local Government Business Enterprises 


These include: urban transit and communication systems; parking 
authorities; commercially operated recreational services; and a number of 
miscellaneous activities. 


CHAPTER 7 


THE CORPORATE AND GOVERNMENT BUSINESS ENTERPRISES SECTOR 


Introduction 


This sector covers the income and outlay and capital finance transactions 
of privately controlled corporate enterprises in Canada, together with the 
transactions of government business enterprises. The enterprises included here 
make up the greater part of the business sector of the economy and produce 
the bulk of the nation’s output of goods and services. A complete business 
sector would include, in addition to corporate and government business 
enterprises, both farm and non-farm unincorporated business enterprises. 
However, as indicated in Chapter 5, the transactions of unincorporated 
business enterprises (farm and non-farm) are classified in these Accounts with 
the persons and unincorporated business sector, since it is not possible to 
distinguish between the business income and the personal income of 
unincorporated business proprietors. 


All business enterprises resident in Canada which are organized as 
corporations are included in this sector, irrespective of whether they are 
owned or controlled by Canadians or non-residents. The transactions of both 
financial and non-financial corporations are covered. In the case of financial 
corporations, there are special difficulties involved in measuring the 
contribution to output of the banking system and related institutions, and an 
imputation is made for the value of the services rendered by such institutions 
for which they make no specific charge (see below). 


All government business enterprises are included. Such enterprises consist 
in general of government activities which are conducted on an essentially 
commercial basis — where the operation is designed to be self-sustaining, and 
where a price is set for the goods and services which is calculated to cover 
costs. A list of government business enterprises included here is given in Ap- 
pendix B of Chapter 6. It may be noted that while government business 
enterprises ordinarily have a large degree of independence from government 
control in their operations, they do sometimes act in quasi-administrative ca- 
pacity to promote government policy objectives. In this sense, they may be 
less strongly oriented toward profit maximization than their counterparts in 
the private sector. 


The income and outlay account of this sector consists mainly, on the 
income side, of the net profits from productive activity of corporations and 
government business enterprises, and their receipts of interest and 
miscellaneous investment income. Transfers from government in the form of 
capital assistance provide an additional, though relatively small source of 
income. The outlay side of the account shows how such income is distributed — 
to equity and debt holders as dividends and interest, to governments in the 
form of tax payments, and to the personal sector in the form of small 
amounts of current transfers. The undistributed profits and the other 
unremitted income of this sector represent the sector’s saving, which is carried 
down to the sector’s capital formation account as a source of finance of 
investment. 
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It may be noted that there are no current (non-capital) purchases of 
goods and services shown in the outlay account of this sector, as there are in 
the outlay accounts of the other three sectors. This is because corporations 
and government business enterprises are not considered to be final 
consumers.! The current outlays in this sector therefore consist entirely of 
distributions of income in the form of interest, dividends, remitted profits, 
taxes paid to government, or transfers to other sectors. Thus, the income and 
outlay account of this sector is essentially an appropriation account through 
which receipts of income from productive activity and other sources are 
routed and distributed to other sectors of the economy. 


The capital finance account of this sector consists, on the sources side, of 
the sector’s saving (mainly in the form of undistributed corporation profits 
and unremitted profits of government business enterprises) and of capital 
consumption allowances. The treatment here is symmetrical with that 
described in the discussion of the capital finance accounts in the two preceding 
chapters. On the disposition side of the capital finance account, the sector’s 
gross capital formation in physical assets is shown, together with its investment 
in financial assets (i.e., its net lending to or borrowing from other sectors). 
Thus, the only purchases of goods and services which are recorded in the 
transactions of this sector relate to the sector’s purchases on capital account 
(including inventories). This is in contrast to the other three sectors of the 
economy, where persons, governments, and non-residents are regarded as final 
consumers, and where purchases of goods and services on operating account 
are recorded in the outlay accounts of each of the three sectors. 


It was noted in earlier chapters that it is not possible in the case of farm 
and non-farm unincorporated business enterprises to differentiate between the 
use of income for personal as distinct from business purposes. In classifying 
transactions of unincorporated business proprietors, all of the net income of 
unincorporated businesses is included with the income of the persons and 
unincorporated business sector — not simply the withdrawals of income for 
personal use. As a result of this treatment, personal saving as shown in the 
income and outlay account of persons and unincorporated businesses contains 
an unidentifiable amount of business retained earnings; at the same time, the 
saving of the business enterprises sector taken as a whole is correspondingly 
understated. 


Because information is not adequate to permit a complete articulation of 
the flows of interest on the public debt among the various sectors, payments 
of public debt interest (except for payments to non-residents) are shown as 
being paid to the corporate and government business enterprise sector. The 
amounts are routed through this sector, consolidated with other forms of 
investment income, and then re-routed to other sectors through the outlay 
account. This matter was discussed in Chapter 6, and is referred to later in the 
present chapter. 


1 All purchases of goods and services on current operating account (except payments 
to factors of production) by corporations and government business enterprises constitute a 
form of intermediate production which is embodied in final output. 

2 These are the distributed earnings of government business enterprises, analogous to 
the distribution of dividends out of corporate profits. 
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Banks and Other Financial Intermediaries 


Banks and other financial intermediaries (e.g., chartered banks, credit 
unions, and trust and mortgage companies) require special treatment in these 
Accounts. The conventional procedure for estimating income originating in a 
particular industry cannot be applied to institutions such as banks. The 
conventional way of measuring income originating in an industry is by adding 
together all payments made by the industry to the factors of production in the 
form of wages, salaries, interest, rents, and profits before taxes, and 
subtracting interest received. Interest received is subtracted in order to get a 
measure of net factor income originating in the industry. However, when this 
procedure is applied to banks and other financial intermediaries, the resulting 
figure of income originating turns out to be very small or negative, (see Table 
ah). 


TABLE 7-1. Hypothetical Example of Income and Product Originating in Banking 


Before and After Imputation Procedure 


ee 


Conventional Rundi Conventional with oe 
(Based on Ea cea oun (iasediont |) 02 ees on 
monetary y monetary monetary 


and imputed 
transactions) 


and imputed 


transactions) P 
transactions) 


transactions) 


millions of dollars | millions of dollars 
Wages and salaries paid. . . 350 350 Service charge receipts... 150 800 
MonetarVacnien te 2) 26 (150) (150) 

INetinterest paid) hi. — 650 - HyipuUted Bete ios ce (650) 

Monetary interest paid . (550) (550) 

Imputed interest paid . . gee: (650) Less: 
Less: Current account purchases 

Interestreceived =... - (— 1,200) (— 1,200) from other firms ... 200 200 


Dy ahitins Product originating 


The reason for this anomaly is that commercial banks and similar 
financial institutions finance the bulk of their activities from the excess of 
interest income received over interest paid out to depositors, with service 
charges representing a relatively small proportion of their total revenues. 
Monetary service charges are small in relation to total revenues received or 
expenses incurred, leading to measurements of income and product originating 
as carried out in the conventional way which are low, or even negative. What is 
obscured in such cases is the fact that financial intermediaries provide a variety 
of services to their depositors without specific charge (in the form of 
accounting, checking, and investment services) which they finance by retaining 
part of the revenues earned from investing the funds of their depositors. The 
result of this procedure is to effectively short-circuit the income and 
expenditure transactions which would show up explicitly if all revenues earned 
by investing funds of depositors were paid out to depositors, and if charges 
were then levied for all of the services rendered to depositors. 


In these Accounts, this problem is met by making an imputation for the 
short-circuited transactions — for the services rendered by financial 
intermediaries to their depositors without specific. charge. The amount of the 
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imputation for such services is taken as being equal to the interest income 
received by the financial intermediaries minus the interest paid out to 
depositors. The domestic portion of this total applicable to depositors is then 
allocated between persons, governments, and corporations on the basis of 
deposit holdings in each group. By far the greater part of the total imputation — 
about four fifths of it — is applicable to persons, and the amount is included 
in “‘interest, dividends and miscellaneous investment income” paid out to 
persons by the corporate and government business enterprises sector (Table 
21, line 1). A relatively small amount is applicable to government, and this is 
included in “‘profits remitted by government business enterprises’, in the out- 
lay side of the corporate and government business enterprises sector account 
(Table 21, line 2). The remainder of the imputation is applicable to corpo- 
rations; since intra-corporate transactions cancel out, this amount isnot explic- 
itly included in the income or outlay account of this sector.3 


The Income and Outlay Account: Income 
(Table 20 of Volume 1) 


The estimates of receipts and payments of investment income which 
make up so large a part of the income and outlay account of the corporate and 
government business enterprise sector involve a greater degree of complexity, 
both with regard to estimating techniques and with regard to the integration of 
the figures into the main statistical framework, than will be found with most 
estimates in these Accounts. For this reason, in the following discussion, 
special attention is given to the detail of the adjustments required to move 
from basic source material to the figures incorporated in these Accounts, and 
to setting out numerically the relationship between the estimates and other 
parts of the Accounting framework. To facilitate the discussion and the 
reconciliation of the data, a number of rather lengthy tables have had to be 
introduced into the text of this chapter. 


Profits and Other Investment Income (Table 20, line 1) 


This component consists of two parts: corporation profits before taxes; 
and interest and miscellaneous investment income. The estimates are on a gross 
domestic product basis, and may be linked and reconciled to the components 
of the National Income (in Table 1 of Volume 1) as in Table 7-2. 


As Table 7-2 indicates, in converting corporation profits to a gross 
domestic product basis it is necessary to add back some elements of 
investment income paid abroad (which are eliminated from the figures on a 
national basis), and to subtract interest and dividends received from abroad 
(which are included in the figures on a national basis). Similarly, in converting 
interest and miscellaneous investment income from a national to a domestic 
product basis, the relevant investment income flows to and from abroad are 
also reversed. It may be noted that these adjustments correspond, with one 
exception, to the adjustments which are needed to move from total Gross 
- National Product to total Gross Domestic Product, as illustrated inTabie 4-3 
of Chapter 4 (see bottom panel of Table 7-2). 


3 The foregoing discussion is somewhat simplified. Financial institutions also provide 
some “free” services to borrowers, and an imputation for these services is also incorporated 
in the calculations. 


— 203 — 


TABLE 7-2. Profits and Other Investment Income 


1961 


millions of dollars 


Corporation profits before taxes (Table 1, Volume 1, line 3)......... 
Add: 
Interestipaid- abroad. tee. 3. Meet vomeatal pobierz ances tome ates Ponte, oases au ou soe 
Deduct: 
Interest and dividends received from‘abroad 3. ..2.......... -; 
Equals: 
Corporation profits before taxes (Gross Domestic Product basis) as in- 
clidedsinslables2 OMInec) = ewe eae eres a oaty uence a ts Perr. eae 
Interest and miscellaneous investment income (Table 1, Volume 1, line 5) . 
Add: 
Interest paidvanroad iene yw ep fe cece sce moe nal rere eee ey ots 
Deduct: 
Interest'and"davidends received fromlabroad" =]. 2-1 | = 4 ere ee ee 
Equals: 
Interest and miscellaneous investment income (Gross Domestic Product 
Dasis\iasmucudedunubable:) 0 elines tamever waren: eles cenreemane reer 


4,066 


84 


Profits and other investment income (Table 20, line 1)........ 


Table 7-2 


millions of dollars 


GrosseNationaluproduct.106l—=..-t of ces see eee 


Deduct: 
Interest and dividends received from abroad ............ — 183 
— 117 
{ACTA 8 Se BBO SSIS SAA ee one eee — 300 
Add: 
Interestandicdividends paid abroadseneae anne n eset e- e ee 84 
316 
TR anode he ART Ae ine, Bina te Sad area 400! 
CrosssDomesticgProduct a9 Olea raseas teres tater acne cbs ier 40,368 


1 Excludes dividends paid to non-residents of $622 million implicitly included in the figures of 
corporation profits. 


The exception noted relates to interest and dividends paid abroad. The 
explicit deduction from Gross National Product of $622 million for “dividends 
paid to non-residents” (Table 1, line 4) does not need to be added back in 
Table 7-2 (although it must be added back in Table 4-3 ), since this amount is 
implicitly included in the figures of corporation profits before taxes in Table 
ed: 


Ty 


Corporation profits before taxes (Table 20, line 1) — As is indicated in 
Table 7-2, corporation profits before taxes constitute the larger part of 
the component “‘profits and other investment income’’. The estimates of 
corporation profits are based essentially on data compiled from the financial 
statements of corporations filed with the Department of National Revenue 
under the Income Tax Act, or, in the years since 1964, on tabulations of 
corporation financial data undertaken by Statistics Canada in collaboration 
with the Department of National Revenue under the Corporations and Labour 
Unions Returns Act. 


Corporation Profits Before Taxes as a Percentage of: 
Gross National Product 


% OF G.N.P % OF GNP. 
16 16 
14 14 
12 12 
Ke) Ke) 
8 8 
S 6 
4 4 
2 2 
fo) 
i926 '30 '35 ‘40 ‘45 ‘50 '55 ‘60 ‘65 ‘79 7 


During the period 1944 to 1964 inclusive, the Department of National 
Revenue compiled corporation financial statistics from the “T2” income tax 
returns filed by corporations under the Income Tax Act. These statistics were 
published in the Department of National Revenue reports Taxation Statistics, 
and constituted the basic source of the data on corporation profits entering 
the National Accounts for the period 1944 to 1964. For the period prior to 
1944, a special sample study of corporation financial statistics was undertaken 
within the Department: of National Revenue, drawing upon income tax 
records. The results of this sample study have provided the basic source of 
information on corporation profits for the period 1926 to 1944. A note on 
this special corporation sample study appears in the Appendix to this chapter. 


The Corporation and Labour Unions Returns Act (passed in 1962) 
created a requirement additional to the requirements of the Income Tax Act 
for the reporting of financial data by a substantial number of corporations in 
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Canada, involving the necessity to duplicate, to a considerable extent, 
tabulations of corporation financial data already being carried out by the 
Department of National Revenue. In order that unnecessary reporting of 
financial information by corporations might be prevented, and so that 
duplication in the tabulation and publication of corporation financial statistics 
might be avoided, legislation was passed that enabled a joint statistical 
operation to be undertaken. An amendment to the Corporations and Labour 
Unions Returns Act in 1965 relieved corporations from filing financial 
statements under this Act if they had filed financial statements under the 
Income Tax Act. At the same time, access to corporation income tax returns 
was made available to the Chief Statistician of Canada. 


Commencing in 1965, Statistics Canada began publication of Corporation 
Financial Statistics (Catalogue 61-207) and Corporation Taxation Statistics 
(Catalogue 61-208) which in combination replace and extend the annual 
information on corporation statistics previously available in the Department of 
National Revenue reports. These two publications now constitute the basic 
source of information for estimating corporation profits as entered in the 
National Income and Expenditure Accounts. All of the profits estimates since 
1965 are based on these sources. 


It will be recalled from Chapter 3 that the economic concept of 
corporation profits as required for the National Income and Expenditure 
Accounts differs considerably from the accounting view of profits as reported 
on company books or as required for income tax purposes. A large number of 
adjustments to the basic source material are therefore necessary to produce 
figures which are compatible with the concepts and definitions in the 
Accounts. Table 7-3 shows these adjustments and provides a reconciliation of 
corporate book profits after tax (as set out in Corporation Financial Statistics) 
with corporation profits before taxes as shown in the National Income and 
Expenditure Accounts. The year 1967 is taken as a typical year to illustrate 
the basic methodology which applies to the calculation of the profit series. In 
the discussion which follows, the adjustments are described in the order in 
which they appear in Table 7-3. It will be observed that for the most part the 
adjustments relate to the conceptual treatment of profits outlined in Chapter 3. 


It may also be noted that a concept referred to as “‘base profits’’ is 
introduced in Table 7-3 (line 11). Uniform accounting practices are not always 
followed by business firms in calculating book profits after tax as shown in 
line 1 of the table. The basis on which book profits are reported for tax or 
other purposes may differ substantially from corporation to corporation, 
depending upon the treatment of various items of account over which 
management exercises a good deal of discretion — for example, provisions for 
depreciation and amortization, payments of dividends, items of a capital 
nature charged to current account, write-offs, and so forth. In order to arrive 
at a greater degree of standardization in the presentation of book profits, the 
concept of “‘base profits” has been developed in Statistics Canada. The central 
notion behind this concept is to produce a basic series of corporation book 
profits before taxes which represents a reasonably consistent measure of the 
profits of Canadian corporations on a standardized accounting basis, before 
the recording of transactions which reflect to a greater or a lesser extent the 
discretionary decisions of management. In the course of arriving at this “base 
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profits” figure, many of the adjustments required to convert data drawn from 
business accounting records to a basis compatible to National Accounts 
concepts and definitions are carried out. The steps in the two operations thus 
overlap. Further adjustments are then made to this “‘base profits” figure to 
arrive at the figures included in the National Income and Expenditure 
Accounts (line 23). The “base profits’ figure essentially serves as an 
intermediate link between the accounting data taken from Corporation 
Financial Statistics and the figures presented in the Accounts. 


TABLE 7-3. Reconciliation of Corporate Book Profits After Tax With 
Corporation Profits Before Taxes as per National 
Income and Expenditure Accounts 


a A a RE STE IS EL TESS LT ETN, Na 


1967 
millions of dollars 


ts Book profits (net of losses)‘after tax’” 22 JGR ens Jia oe ee ne 4,981! 
Add back: 

2.) Depreciation, depletion and amortization 4m 7 see eee | eee 3,611 

35) eReported provision tor ancome taxes rap-s eran enn eee 2,605 

4. Capital losses, write-offs, etc., excluded from book profits ........ 66 

Su Charitable and othercontributionspova.-aay- 2 eae eee 78 

6. Reported provision for provincial mining and logging taxes ........ 53 

i: Otheradpistments (net)? 45 ie ee. Bete ee el en 453 

8. Sub-totalie. .c2fs.. Cis: ead ocmeh tec taels fateh saad Gaeta eter eicits 11,847 

Deduct: 

9. Canadian dividends received by Canadian corporations .......... — 1,138 
1Ol= s(Capitalgainsincludediim books profitsiys <9) en sas chee ee eee ee — 234 
11. Sub-totat — Base profits (before taxes}, . . 0 8) 6 eee. 2 ees eee 10,475 

Deduct: 
12. Government business enterprises tabulated in above totals ........ — 183 
1359 (Bank base profits as estimatediiniabovetotalsa.. 4. wersiaee ieee. =< — 311 
1424). Gther adjustments (Bet) 3) © digs tics ucteuchos Benes ake ec eae ee — 338 
Nest Sub-total i ciecst Re uc RS aero here ee ck ae ee 9,643 
Add: 
16% Calendarsyear adjustmentim ea sii ee eee ee 110 
Pie aes Adjusted base profits (before taxes) .........22.202020 00 eee 9,753 
Add: 
190) ) Banks andansurance'companicstee-s-1e 01 c2 eee ee eee ee 442 
192"! | GOsOPeTativesmrss Lat o4) Lt Sos Re ek a Ee ee 66 
Do. cBadsdebtse 6105 t Fosced backs arenes ost moe ee ee «eae Me aoe PRI 2 318: 
AM. Gross profit as per National Income and Expenditure Accounts ... . 10,314 
Less: 
22. Capital consumption allowances as per National Income and Expen- 
diture. Acemunrts 22128, ot yhoo ears Soles ee eee ee — 3,491 
Equals: 
23. Corporation profits before taxes as per National Income and Expen- 
dituretAccounts: (fables. dine.3)ie. eae) ee 6,823 


1 Corporation Financial Statistics, 1967, Statistics Canada Catalogue 61-207, Table 2, (p.47). 

2 Includes all mining development and exploration costs charged to current account, and other 
miscellaneous adjustments. 

3 Includes geological and geophysical survey costs charged to capital account by business but not 
regarded as gross fixed capital formation in the National Income and Expenditure Accounts. 

4 According to the concepts adopted in these Accounts, all depletion charges should be excluded 
from this figure. However, it has not been possible to remove them completely because of statistical diffi- 
culties. 
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In the actual preparation of the corporation profits estimates, the 
adjustments are carried out on an industry basis. Table 7-3 is a summary table 
which brings together and consolidates all of the adjustments for all industry 
groups. These adjustments, of course, vary considerably from industry to 
industry — for example, there are major adjustments made to the mining 
industry group which are not required in other industry groups. 


Corporate book profits, net of losses and after provision for income taxes 
(line 1) are obtained from Corporation Financial Statistics-4 To this figure is 
added depreciation, depletion and amortization charges as reported on the 
company’s books (line 2). Depletion charges are added back since, as described 
in Chapter 3, the exhaustion of natural resources is not regarded as a charge 
against the National Income. Depreciation and amortization charges are also 
added back here, but an appropriate deduction for capital consumption 
allowances as determined for these Accounts is made at a later stage in line 22. 
Reported provision for income taxes is also added back (line 3). This figure 
will not agree with the corporation income tax figures shown in the 
government sector accounts, since the latter reflect actual collections or 
current tax liabilities, while business book figures may include provisions for 
deferred taxes. Capital losses, write-offs, and various bookkeeping adjustments 
which are charged against current income on company books are also added 
back (line 4). All windfall gains or losses are excluded from these Accounts 
since they have no counterpart in current productive activity; write-offs and 
purely bookkeeping adjustments are ignored for the same reason. Charitable 
and other contributions made by corporations (line 5), also deducted as an 
expense by business, are added back here on the grounds that they are not a 
direct cost of production but merely a distribution of earnings (a transfer 
payment) as noted in Chapter 3. Provincial mining and logging taxes (line 6), 
which may be treated as an operating expense by business, are also added back 
here since they are defined in the Accounts as direct taxes paid to the 
government sector (see Chapter 3). Other adjustments (line 7) include mining 
development and exploration costs, some of which are written off as current 
expenses by business, but which are treated in the Accounts as Gross Fixed 
Capital Formation, as noted in Chapter 3. 


Among the deductions required to move to the concept of base profits 
before taxes, is the deduction of Canadian dividends received by Canadian 
corporations (line 9). These are eliminated, as noted in Chapter 3, in order to 
avoid double counting; the dividends received by a corporation and included 
in its book profits have already been counted in the book profits of the paying 
corporation. Capital gains included in book profits are also deducted here (line 
10), since such capital gains do not reflect incomes earned by the factors of 
production from current productive activity. 


The foregoing adjustments, consisting of both additions to and 
deductions from the figures of book profits after tax submitted by 
corporations (published in Corporation Financial Statistics), yield the sub-total 
given in line 11, “‘base profits’ (before taxes). Further adjustments are then 
made to this figure to arrive at the estimate of corporation profits before taxes 
included in the Accounts. Any profits of government business enterprises 
(crown corporations) which have been tabulated in the above totals are 


4 Statistics Canada Catalogue 61-207. 
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removed (line 12). A deduction is made to eliminate profits of the chartered 
banks (line 13), and a separately calculated estimate of bank profits, together 
with the profits of insurance companies, is added back in line 18 of the table. 
Other deductions include geological and geophysical survey costs charged to 
capital account by business but which are regarded as current expenses in the 
National Income and Expenditure Accounts (line 14). An adjustment to 
convert the estimates to a calendar year basis is made in line 16. In line 19, the 
profits of cooperatives are added, since these are included with corporation 
profits in the National Income and Expenditure Accounts, as was indicated in 
Chapter 3. Bad debts owed by persons to corporations and written off on 
company books are added back here (line 20) since, as was noted in Chapter 3, 
they are treated in these Accounts as a transfer payment from corporations to 
persons. In line 22, capital consumption allowances as per the National Income 
and Expenditure Accounts are deducted. 


The net result of this rather complicated set of adjustments in Table 7-3 
is the figure of corporation profits before taxes (line 23) as presented in the 
National Income and Expenditure Accounts (see also Table 1, Volume 1, line 
3). The adjustment of this figure to a Gross Domestic Product basis is shown in 
Table 7-2 (for the year 1961). A breakdown of this figure into major industrial 
groups is given in Table 34 of Volume 1. An analysis of corporation profits 
before taxes, showing the amounts paid out as taxes to governments, the 
payment of dividends to residents and non-residents, other distributions of 
earnings, and undistributed corporation profits, is given in Table 56 of Volume 1. 


Interest and miscellaneous investment income (Table 20, line 1) — As 
Chapter 3 has indicated, this component of the income of the corporate and 
government business enterprise sector is made up basically of three elements: 
the interest and miscellaneous investment income of persons which originates 
in this sector; the investment income of governments which originates in this 
sector; and a major adjustment needed to eliminate from the National Income 
all interest on the public debt as well as the transfer portion of interest on 
consumer debt (see Chapter 3, page 72).5 The figures are not independently 
prepared for the corporate and government business enterprises sector, but are 
“derived” by re-grouping and re-arranging estimates which are prepared for 
other areas of the Accounts. Because of the rather heterogenous nature of this 
estimate, and the fact that its principal constituent parts are described 
elsewhere in this report, the simplest way of dealing with it is to show the 
linkages to other components of the Accounts, with appropriate 
cross-referencing and explanations. The reader may then turn to the 
appropriate section of this report. Table 7-4 shows the derivation of the 
estimates for the year 1961. 


5 Some interest on the public debt and on consumer debt is included in corporation 
profits. The total interest on the public debt and the transfer portion of interest on 
consumer debt are, however, subtracted from interest received by persons and governments. 
Corporation profits therefore include the amount of interest on the public debt and the 
transfer portion of interest on consumer debt received by corporations while the interest 
income of persons and governments is understated by this amount. 
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TABLE 7-4. Interest and Miscellaneous Investment Income 


1961 


millions of dollars 


Interest, dividends, and miscellaneous investment income of persons: 


1. From corporate and government business enterprises (Table 12, line 9). . 2e3s2 
Deduct: 
Ds Dividends paid to Canadian residents (Table 56, line 10)! ....... — 426 
Br Sub-total, interest and miscellaneous investment income of persons 
(excluding receipts from non-residents) ............... 1,706 
Government investment income: 
4. Remitted profits of government business enterprises (Table 16, line 10) . 104 
5. Interest and miscellaneous investment income from business (Table 16, 
Lines Aiea eral eee rs a er her ATR oc Rae er er Be Stag nh S7/3} 
6. Direct taxes on government business enterprises (Table 21, line 5)... . 20 
7. Unremitted profits of government business enterprises (Table 21, line 
WIG Rud" Se GAS eleeh GSS Abe e Brae © ished Maceec Rota ETP each ane eee ala! 
8. Sub-total, government investment income (excluding receipts from 
non-residents); eevee hakstetel el es eitelas ee eh sien eee ellen Seabee 808 


Adjustments to eliminate interest on the public debt and consumer debt: 


Deduct: 
9. Interest on the public debt (Table 17, lines 12 and 13).......... — 1,184 
10. Transfer portion of interest on consumer debt (Table 13, line 8)... . — 130 
ith Sub=totalyadjustmentsits cs, .AtAl ceehote he wk shatsuaetorel spel es os — 1,314 


12. Total interest and miscellaneous investment income originating in corpo- 
rate and government business enterprises sector, sum of sub-totals2. . . . 1,200 


Adjustment to Gross Domestic Product basis: 


Deduct: 

13; Interest and dividends received from abroad .............. — 333 
Add: 

14. Interestapaid@abroad %).; a4. eek coos: tke ees EE ag Brees 316 


15. Total interest and miscellaneous investment income included in Table 20, 
Line Seer eee et eR cele caster ede ote tale onshies so 1,483 


1 Dividends are implicitly included with corporation profits in Table 20. 

2 Total interest and miscellaneous investment income included in national income of $1,284 in 
1961 (as shown in Table 1, line 5) can be derived by adding to this figure the interest and miscellaneous 
investment income receipts of persons from non-residents ($51 million) and of governments from non- 
residents ($33 million). 


3 This figure differs from the adjustment of $-117 million shown in Table 7-2 by an amount equal 
to the receipts of persons and governments from non-residents noted in footnote 2 above. 


Estimates of interest, dividends, and miscellaneous investment income of 
persons are prepared in connection with the calculations of the total income of 
the persons and unincorporated business sector. The greater part of this 
component of personal income originates in the corporate and government 
business enterprise sector, and is paid out by this sector (Table 7-4, line 1). A 
detailed description of the sources and methods underlying this part of the 
estimate is provided in the present chapter, in the discussion of the outlay 
account of the corporate and government business enterprise sector (Table 21, 
line 1). However, as will be noted in Table 7-4, in assembling the estimates and 
integrating them with the income side of the corporate and government 
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business enterprise sector account, it is necessary to eliminate dividends paid 
to Canadian residents (Table 7-4, line 2). This is because such dividends are 
already implicitly embodied in the estimates of corporation profits before 
taxes which are included elsewhere in the income account of this sector. 


Estimates of government investment income originating in this sector are 
prepared mainly in connection with the estimates of government revenue 
described in Chapter 6. The greater part of the estimate is made up of profits 
of government business enterprises and interest and miscellaneous investment 
income paid by business to governments. These estimates, together with the 
small amount of taxes paid by government business enterprises, are described 
in Chapter 6 and do not require further elaboration here. 


The adjustment to eliminate interest on the public debt and on consumer 
debt (Table 7-4, lines 9 and 10) requires some explanation. These receipts of 
interest are implicitly included, in amounts which for the most part cannot be 
separately determined, in four places in these Accounts;in corporation 
profits; in interest, dividends, and miscellaneous investment income of persons; 
in government investment income;andin_ receipts of non-residents. The 
adjustment has a three-fold effect. First, it removes all of the transfer portion 
of interest on the public debt and on consumer debt from National Income. 
Second, since some interest on the public debt and on consumer debt is 
included in corporation profits, and since the subtraction is made entirely 
from the interest received by persons and governments, the interest income of 
persons and governments as recorded here is understated, and the interest 
income of corporations (embodied in profits) is overstated. Third, it reduces 
domestic income and product by the amount of public debt interest paid to 
non-residents. Interest on the public debt paid to non-residents represents a 
direct claim by non-residents on the pool of goods and services produced 
domestically. The deduction is balanced, on the expenditure side of the 
Accounts, by an entry under “imports of goods and services”. The mechanics 
of these adjustments and their effects on the main aggregates are shown in 
Table 7-5. 


It is emphasized that the adjustments to the income and expenditure 
flows as indicated in Tables 7-4 and 7-5 are made to those components of the 
Accounts which enter directly into the National Income and Gross National 
Expenditure. The primary purpose is to avoid including the “transfer”? portion 
of debt interest payments in the measurement of production, and in the 
earnings of the factors of production (1.e., the National Income). But this does 
not mean that the transfer payment elements of debt interest are excluded 
altogether from the Accounts. Indeed, these amounts must be shown as 
transfer payments within the sectoring system if total incomes and outlays 
arising from production and earnings as well as from redistributions of income 
are to be fully reflected-in the Accounts. Thus, the transfer portion of interest 
on the public debt, and on consumer debt, appears explicitly as income in the 
corporate and government business enterprises sector (Table 20, lines 4 and 5), 
as a current transfer from the government sector (Table 17, line 12) and asa 
current transfer from the persons and unincorporated business sector (Table 
13, line 8). 


6 Except for interest on the public debt received by non-residents. 
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TABLE 7-5. Debt Interest Adjustments in National Income and 
Gross National Expenditure 


millions of dollars millions of dollars 


Omitted from National Income Omitted from Gross National 


flows as a transfer payment: Expenditure flows as a 


transfer payment: 


Transfer portion of: 
Public debt interest 
Consumer debt interest. . 


Government current expen- 
diture on goods and ser- 
vices (public debt interest 
Omitted) hea re 1,044 

Personal expenditure on 


consumer goods and ser- 
vices (consumer debt inte- 
rest omitted) :.... 0. 130 


TOUAUN oes eres Stee 1,174 


Deducted from National In- Deducted from Gross National 


come flows: Expenditure flows as pay- 


ments to non-residents: 


Public debt interest paid! Imports of goods and ser- 


to non-residents ..... ICES See 


! Interest on that portion of the public debt which is paid abroad is regarded in these Accounts as 
a part of the earnings of non-residents. This treatment continues the practice followed in the previous set 
of Accounts, described in National Accounts, Income and Expenditure, 1926-1956, paragraph 83, p. 115. 
An alternative treatment of this item (which has been considered from time to time) would be to regard 
such amounts as a part of the earnings of Canadian residents which are paid out to non-residents as trans- 
fer payments. 


Because information is not available to separately distinguish government 
debt interest payments made to persons from those made to businesses and to 
governments, it has been necessary to route all of the transfer payment portion 
of government debt interest originating in the government sector through the 
corporate and government business enterprise sector, rather than to have it 
shown as being paid directly by the government sector to each of the 
individual sectors involved. It is, however, possible to obtain reasonable 
estimates of total interest received by persons, businesses, and governments 
without regard to the source of the interest. Accordingly, the transfer payment 
portion of debt interest is consolidated with all other investment income 
revenues in the corporate and government business enterprises sector, and 
re-routed through the outlay side of this account to the particular sector 
receiving the income. 
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Inventory Valuation Adjustment? (Table 20, line 2) 


The nature of the inventory valuation adjustment was described in 
Chapter 3. As was indicated in that chapter, the change in the value of 
inventories entered in Gross National Expenditure should be measured in 
terms of the average market price prevailing in the period, and the estimates of 
profits of corporations or net incomes of unincorporated business enterprises 
on the income side should reflect this principle of valuation. In practice, 
however, the bulk of the inventory figures, and the estimates of profits (and to 
some extent of net incomes) are based on reported book values from the 
accounting records of business firms. Business accounting procedures 
ordinarily involve quite different methods of inventory valuation from those 
required in the Accounts, and changes in recorded business inventory book 
values and in profits and net incomes will frequently include an element of 
capital gain or loss which simply reflects the effects of rising or falling prices 
on recorded book values of inventory stocks. Thus, in periods of rising prices, 
the recorded money value of the ““book change” in inventories will increase by 
more than the physical change in inventories valued at average market or 
replacement cost prices. This is because in computing the book value change, 
business firms typically record beginning-of-period inventories at original cost, 
while recording purchases and sales out of inventories at the higher price. The 
element of capital gain (or stock appreciation) involved and reflected in profits 
is not related to the measurement of current production, and the valuation 
procedures are not consistent with the way in which other flows and trans- 
actions in the National Accounts system are valued. Conversely, during periods 
of falling prices, an inventory “‘loss’” may be recorded which again is unrelated 
to the measurements required in these Accounts. 


The inventory valuation adjustment is accordingly designed to remove 
from the National Income any such capital gains or losses resulting from the 
inventory accounting procedures of business firms. The adjustment is entered 
explicitly on the income side of the Accounts as a negative or positive entry 
(Table 1, line 8, and Table 20, line 2). On the expenditure side, the change in 
inventories is shown net of the inventory valuation adjustment and is called 
“‘the value of physical change in inventories’. 


It may be noted that this adjustment applies almost wholly to the change 
in business non-farm inventory stocks (Table 2, line 14, and Table 23, line 2), 
but a very small portion is applicable to stocks of grain in the hands of private 
commercial dealers. No inventory valuation adjustment is required for changes 
in farm-held inventories since these estimates are not based on “‘book values” | 
but rather on a direct calculation of the value of the physical change. 


7 All of the inventory valuation adjustment is assigned to the corporate and 
government business enterprise sector in these Accounts. In principle, both the change in 
non-farm business inventories and the inventory valuation adjustment should be 
apportioned between the corporate and government business enterprise sector and the 
persons and unincorporated business sector. In fact, the data are not available to permit the 
split. 
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The procedures which are used in these Accounts to estimate the book 
value holdings of inventories, and to adjust these figures to derive the 
appropriate “‘inventory valuation adjustment” and the “‘value of physical 
change in inventories’’ are at present carried out separately for more than 100 
components or industry groups. The steps involved essentially require that the 
book values of each industry group be “deflated”? by an appropriate price 
index for the relevant turnover period and expressed in the “constant’’ dollar 
prices of some base year; and that the change in these constant dollar (or 
physical volume) figures of inventories then be re-valued by the use of price 
indexes which reflect the average market price prevailing in the period for 
which the Accounts are being calculated. 


In the following discussion, some of the problems which arise in 
connection with the inventory estimates and the inventory valuation 
adjustment procedures are outlined. One basic problem is that accounting 
practices by individual firms may differ. The difficulties caused by this lack of 
standardization are compounded in these Accounts because of the need to 
work with data at a considerable level of aggregation, because it is not always 
possible to obtain information on the commodity composition of inventory 
stocks, because the available price data may not always be a suitable match for 
the content of the estimates, and because it is not always possible to determine 
with accuracy the period of time over which the level of stocks has been built 
up. Consequently, a good many assumptions must be employed in carrying out 
the adjustments, and the user should be aware of the approximate nature of 
the estimates. It is emphasized, too, that the “‘value of physical change in 
inventories’ which enters these Accounts is based on the change in the level of 
stocks over the period in question — in other words, investment in inventories 
in 1972 is equal to the change in the level of inventory stocks between 
December 31, 1971 and December 31, 1972. Asa result, fairly small errors in 
estimating the book values of stocks,’ as well as in carrying out the 
adjustments to these figures, can lead to relatively large errors in the estimates 
of changes in inventory. The inventory estimates must therefore be regarded as 
being subject to a relatively greater margin of error than the other estimates in 
these Accounts. 


Some comment on business inventory accounting procedures and their 
relevance to these estimates is appropriate at this point. The FIFO (first 
in-first out) method of inventory accounting assumes for costing purposes 
that the goods are charged to production or sales in the order of their 
acquisition. When prices are changing, therefore, a physical unit of stock is 
charged out at a different price than that at which its replacement is acquired, 
with the result that there will be a change in the book value of stock holdings 
even if there is no change in the number of physical units held. It is implicit in 
this valuation procedure that the change in book value between the beginning 
and end of the period will contain an element of gain or loss on inventory 
account which it is not appropriate to record as a part of the National Income. 


The LIFO (last in-first out) method of inventory valuation assumes that 
the goods charged out first are the goods last acquired. This method of 
valuation approximates that of charging out withdrawals at replacement cost 
and is generally more consistent with national accounting requirements. 


8 For example, at the end of 1972 the book value of non-farm business inventory 
stocks exceeded $20 billion. Small errors in the stock estimates can lead to very substantial 
errors in the inventory change estimates. 
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However, LIFO is not an acceptable method of inventory valuation for 
taxation purposes in Canada and it does not appear to be used to any 
significant extent by business firms for carrying an inventory value on their 
books. The method is at present disregarded in the National Accounts 
estimating procedures. 


The ‘‘average cost’” method allows for recalculation of the cost of goods 
through time so that goods charged out to sales or production will reflect in 
large part most recent prices. There are different techniques by which this cost 
may be determined, but the effect is to establish a cost for goods consumed 
somewhere between the original cost of a FIFO method and the replacement 
cost of LIFO, so that an inventory adjustment is again necessary. 


The lower of cost or market method of valuation may be used with any 
of the above accounting methods and is frequently used in conjunction with 
the FIFO method. The inventory book value is written down if current market 
prices are lower than the cost of the inventories as established under the 
normal accounting procedure in use. But even when market prices are used to 
value inventories, an inventory valuation adjustment may be necessary since 
the market price at the end of the period may differ from the average price 
over the whole period as required for the ‘National Income and Expenditure 
Accounts estimates. 


In preparing the estimates for these Accounts, while the ‘nature of the 
required adjustments is relatively straightforward, the extent to which they 
should be applied to the existing book value estimates can only be determined 
from available information in an approximate way. Generalizations and 
assumptions must be made in many cases where the method of valuation in use 
is unclear, where the time period over which the stocks have been built up can 
only be roughly estimated, where information on the commodity content of 
inventories and the numerical importance of commodity groups is incomplete, 
or where imperfectly matching price information must be used to provide the 
“deflator” or the “‘revaluer’’ for the inventory figures. 


Table 7-6 outlines the steps involved in carrying out the inventory 
valuation adjustment. The discussion which follows is built around this Table. 
It may be noted that the basic data from which Table 7-6 is developed are 
identical to the figures given in the illustration of the business inventory 
account in Table 3-7 of Chapter 3. The reader may wish to refer back to this 
earlier chapter, and to relate these figures to the results set out in Table 7-6. 


Step 1 — The first step is to estimate the book values of inventory stocks. 
This process is carried out in considerable detail for a large number of industry 
groups. In manufacturing, wholesale and retail trade (which make up about 
90% of non-farm business inventory holdings), the estimates are assembled by 
stage of fabrication, in the case of manufacturing — raw materials, goods in 
process, and finished goods; and by kind of business in the case of trade. The 
estimating procedures used to derive inventory book values are described more 
fully later in this chapter. 


Step 2 — The second step is to construct a weighted price index for 
deflating inventory book values. This step involves knowledge of the 
commodity composition of inventory book values, the change in the price of 
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TABLE 7-6. Steps in Inventory Valuation Adjustment Procedure 


Based on the hypothetical example illustrated in Table 3-7 of Chapter 3 


Year-to-year 
1971 te change 


1 Entemreported) booksvalitess-sen mene eaeaene ene 400 650 


De Establish the relevant price index for deflating 
BOOKIWVALUES ack tes) Pao 4a ceed sataeee ees! %o 100.0 130.0 


(4.00) (5.20)! 


3: Calculate the constant dollar book value ..... $ 400 500 
4. Calculate year-to-year change in constant dollar 

DOOKAValUC Reps t Rr Beachs eee caciomat tas te $ + 100 
So Establish a “revaluer” price index based on 

weighted average prices during period ..... 
6. Calculate value of physical change on basis 

of weighted average (revaluer) prices ...... Felis. 725.0. 
7 Enter year-to-year change in reported book 

ValllestTOMNG CE DELO) aecents ert teeen era $ + 250.00 
8. Calculate inventory valuation adjustment as Step 


OMIMINUS SLOP) Mews omcaep cere ka oases ons meee $ — 112.50 


1 End of period book value of $650 divided by 125 units equals book value price of $5.20 per unit 
(see Table 3-7). In actual practice, working with aggregative data, the number of units and price per unit 
cannot be known. A synthetic ‘“‘deflator’” price index, weighted according to the best information 
available on composition and turnover period must therefore be constructed in order to arrive at the 
“quantum” or constant dollar book value estimate in Step 3. 

2 Average current “replacement cost’’ price prevailing in period equals weighted average of 25 
units at $4.00 ($100) and 75 units at $6.00 ($450) to yield $5.50 per unit (see Table 3-7). 


these commodities, and the time period over which the stocks have been 
acquired based on the rate of turnover of inventory holdings. For 
manufacturing and wholesale trade, the price information is based on 
components of the wholesale price index compiled by the Prices Division of 
Statistics Canada. For retail trade, components of the consumer price index are 
used. Other series are deflated with information from the wholesale price 
index, or in some cases, industry selling price indexes. Turnover periods are 
estimated trom time-to-time on the basis of information from census of indus- 
try or from sample surveys. 


Step 3 — This step involves calculating the constant dollar book values in 
terms of base period prices so that a measure of the change in the physical 
volume of inventories can be derived in Step 4. This is done by “deflating” the 
book value figures established in Step 1 with the price deflator established in 
Step 2. 


Step 4 — This step simply records the year-to-year change in the physical 
volume of inventories expressed in constant base year prices. (In Table 3-7, it 
will be noted that the number of physical units held at the beginning of the 
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period — December 31, 1971 — was 100, and at the end of the period — 
December 31, 1972 — was 125. Expressed in the base year price of $4.00 per 
unit, this yields constant dollar book values of $400 and $500 respectively, 
with a change in constant dollar book values of $100.) 


Step 5 — This step involves the calculation of an index to reflect average 
market prices over the period with which to revalue the change in constant 
dollar book values from Step 4. The method used in the example is to 
calculate the average weighted “‘replacement cost’? price of the inventories 
purchased over the period. 


Step 6 — This step records the value of the physical change in inventories 
obtained by applying the revaluer price index from Step 5 to the constant 
dollar (physical volume) change in inventories established in Step 4. The 
resulting figure is the appropriate concept for recording changes in inventories 
in the National Income and Expenditure Accounts. The changes in all 
non-farm business inventories shown in these Accounts are presented on this 
basis, as “‘the value of physical change’’. 


Step 7 — This step simply shows the year-to-year change in reported book 
values, from Step 1. 


Step 8 — The difference between the value of the physical change in 
inventories (Step 6) and the change in reported book values (Step 7) is the 
inventory valuation adjustment. This amount — in this case a negative 
adjustment — must be entered on the income side of the Accounts in order to 
remove from the National Income (as reflected in corporation profits and net 
incomes) the element of gain recorded in book figures which reflects stock 
appreciation. 


Capital Assistance from Government (Table 20, line 3) 


This component of the income account originates as a transfer from the 
government sector to the corporate and government business enterprise sector. 
The sources of the data, and the content of the estimates are described in 
Chapter 6, ““The Government Sector” (Table 17, line 8). 


Interest on the Public Debt (Table 20, line 4) 


This is the transfer portion of interest on the public debt which is 
omitted in calculating the National Income. The treatment of this particular 
component of the Accounts was discussed earlier in this chapter in connection 
with Table 7-5. It is also discussed in Chapter 6 in connection with Table 6-12, 
and in Chapter 3. The amount originates as a transfer payment from the 
government sector to the corporate and government business enterprise sector 
(Table 17, line 12). The-sources of the data are described in Chapter 6. 


Interest on Consumer Debt (Table 20, line 5) 


A part of the interest on consumer debt is also regarded as a transfer 
payment and omitted in calculating the National Income. The general 
treatment was discussed earlier in this chapter in connection with Table 7-5. It 
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was also discussed in Chapter 5 in connection with the outlays of the persons 
and unincorporated business sector where it originates (Table 13, line 8), and 
in Chapter 3. This section provides a brief outline of the sources and methods 
underlying the estimates. 


Interest on consumer debt is divided into two parts in these Accounts: a 
so-called “non-productive” portion, or transfer portion equivalent to the pure 
interest charges on the debt which finances consumer goods; and a 
“productive” portion equivalent to that part of the interest charge which 
covers the administrative expenses incurred by businesses in rendering 
consumer credit services to borrowers. The latter portion is included in 
personal expenditure on consumer goods and services, and in Gross National 
Product. The transfer payment portion is that portion which is included in this 
table as a transfer from the persons and unincorporated business enterprise 
sector to the corporate and government business enterprises sector. 


The estimates of total consumer debt interest are assembled from a 
variety of sources covering sales finance companies, department stores and 
other retail dealers, small loan companies, chartered banks, Quebec savings 
banks, and credit unions. Some of these sources provide direct figures of actual 
interest receipts, and some of them provide only figures on consumer credit 
outstanding to which interest rates must be applied to obtain estimates of 
consumer debt interest. Among the sources used are: Consumer Credit, 
Catalogue 61-004; Credit Unions, Catalogue 61-209; reports of the 
Superintendent of Insurance; earnings statements of the chartered banks; and 
information from the Department of National Revenue. The estimates of total 
consumer debt interest as calculated from these various sources are then 
broken down into a “‘productive” and “‘non-productive”’ (or transfer payment) 
portion on the basis of relationships established between gross interest 
revenues on consumer loans, administrative expenses, and net interest revenues 
on consumer loans. 


Interest Dividends, and Miscellaneous Investment Income from Non-residents 
(Table 20, line 6) 


This amount represents the business share of total interest, dividends and 
miscellaneous investment income received from non-residents. It is discussed 
further in Chapter 8 ““The Non-resident Sector’’. 


TABLE 7-7. Interest, Dividends and Miscellaneous Investment Income 
from Non-residents 


———————— cr ee 


1961 


millions of dollars 


ReceivedinvaDUSINeSStwmn tr memen ua ieaen cee rcuen oon) ercoke ka) one) fe iceten ¢ tens oir 3 216 
RECEIVEH DY sCOVEININCI manne wen ncmem ett sat= citer teuleMcie fe etree toro) ck) ole calc 33 
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The Income and Outlay Account: Outlay 
(Table 21 of Volume 1) 


The outlay side of this account shows how the sector’s total income is 
disposed of — as distributed earnings, in the form of interest, dividends and 
other types of investment income to persons, governments and non-residents; 
as taxes paid or owing to the government sector; as transfer payments to 
persons; or as saving. 


Interest, Dividends, and Miscellaneous Investment Income Payments to 
Persons (Table 21, line 1) 


It was noted in the discussion of Table 7-4 earlier in this chapter that this 
component of the Accounts ($2,132 million in 1961) is prepared in 
connection with the estimates of the income of persons and unincorporated 
businesses. While the amounts involved are paid out by the corporate and 
government business enterprises sector, the calculation of the estimates and 
the underlying sources and methods are developed and discussed here from the 
point of view of the income of this.other sector. 


The estimates are prepared in three parts: 
(a) interest income of persons; 
(b) dividend income of persons; and 
(c) miscellaneous investment income of persons 


The section which follows describes the sources and methods on which 
these estimates are based. 


(a) Interest income of persons — Interest income of persons includes 
Canadian bond interest received by persons; mortgage interest accruing to 
persons; interest on deposits received by persons; and imputed interest of 
persons. 


In estimating Canadian bond interest received by persons, a residual 
technique is employed. The total of bond interest paid out is calculated by 
assembling data on bond interest paid by corporations, government business 
enterprises, and the various levels of government. From this total is deducted 
bond interest received by corporations, government business enterprises, 
banks, insurance companies, trusteed pension funds, the various levels of 
governments, and non-residents. The difference is taken to represent net bond 
interest received by persons. 


Estimates of bond interest paid and received by corporations other than 
banks and insurance companies are based on information from the Department 
of National Revenue. Estimates of bond interest paid and received by 
government business enterprises are based on information from Federal 
Government Enterprise Finance, Catalogue 61-203, Provincial Government 
Enterprise Finance, Catalogue 61-204, and unpublished information compiled 
within Statistics Canada. Estimates of bond interest paid and received by the 
various levels of government are based on information assembled from the 
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Public Accounts and financial statements of governments. Estimates of interest 
paid and received by the chartered banks are based on information from the 
Bank of Canada and the Inspector General of Banks. The estimates for 
insurance companies are based on information from reports of the 
Superintendent of Insurance, and for trusteed pension plans, on information 
from Trusteed Pension Plans, Financial Statistics, Catalogue 74-201. Estimates 
of bond interest received by non-residents are obtained from the Balance of 
Payments Division of Statistics Canada. 


Mortgage interest accruing to persons is one of the least satisfactory of 
the estimates included in the investment income figures. For the period from 
1952 to the present, figures of mortgage interest of persons were basically 
derived from information supplied by the Central Mortgage and Housing 
Corporation on estimated mortgage holdings of individuals. An effective rate 
of interest for each year was determined (linked to National Housing Act rates 
and rates charged by mortgage loan companies) and applied to these holdings 
to arrive at the mortgage interest received by persons. Prior to 1952, the 
calculations are based on more fragmentary information drawing on data from 
Central Mortgage and Housing Corporation and other sources. 


Interest on deposits received by persons are paid by five different types 
of institutions: chartered banks; credit unions; Quebec savings banks; trust 
companies; and mortgage companies. The estimates of chartered bank deposit 
interest received by persons are prepared in the Bank of Canada. Interest on 
credit union deposits is based on data from the Business Finance Division’s 
report, Credit Unions, Catalogue 61-209. Data on deposit interest paid by 
Quebec savings banks are taken from the annual reports of those institutions. 
Deposit interest paid by trust and mortgage companies is estimated from data 
received from the Bank of Canada and from information in the report 
Financial Institutions, Financial Statistics, Catalogue 61-006. 


As was noted earlier in this chapter, financial institutions, (e.g., 
chartered banks, credit unions, and trust and mortgage companies) render 
services to their depositors for which no specific charge is made. Accordingly, 
an imputed value for their services is calculated and added to the estimates of 
investment income of persons as imputed interest. 


Total imputed interest paid by chartered banks is calculated in 
accordance with National Accounts concepts, as the difference between 
Canadian dollar interest received and interest paid by the chartered banks. This 
total (excluding the non-resident portion) is then allocated between persons, 
corporations and government on the basis of the deposit holdings of each 
sector. The estimates are based on financial statements compiled by the 
Inspector General of Banks and the Bank of Canada. 


Imputed interest paid by credit unions is again essentially calculated as 
the difference between estimates of interest received and interest paid. The 
basic data are taken from the report Credit Unions, Catalogue 61-209. 


Imputed interest of federally supervised trust and mortgage companies is 
also calculated as the difference between interest received and interest paid. 
The basic information is from annual reports of the Superintendent of 
Insurance. The allocation to personal depositors is made by applying the ratio 
of the personal portion of deposits and guaranteed investment certificates to 
total deposits and guaranteed investment certificates. The resulting imputed 


— 220 — 


interest to persons is adjusted to include non-federally supervised trust and 
mortgage companies, using the ratio of total assets of all companies to assets of 
the federally supervised companies as obtained in Business Finance Division 
publication Financial Institutions, Financial Statistics, Catalogue 61-006. 


(b) Dividend income of persons — Canadian dividends received by 
persons (including associations of individuals) are estimated residually. 
The approach is to subtract dividends received by Canadian corporations 
(except dividends received by life insurance companies) and dividends paid 
abroad from total dividends paid by Canadian corporations. Basic data on 
dividends paid and received by corporations and banks (other than insurance 
companies) are obtained from tabulations of the Department of National 
Revenue, the Bank of Canada, or in connection with the operation of the 
Corporations and Labour Unions Returns Act. For insurance companies, the 
data are obtained from the reports of the Superintendent of Insurance for 
Canada. The Balance of Payments Division supplies data on dividends paid to 
non-residents. 


(c) Miscellaneous investment income of persons — In addition to 
investment income received by life insurance companies, fraternal societies and 
trusteed pension plans, this component includes some miscellaneous categories: 
of income which are relatively small. These are: royalties; interest on the 
federal government annuities account; and profits and interest of mutual 
non-life insurance companies. 


The personal savings accumulated in the funds of life insurance 
companies, fraternal societies, and trusteed pension plans give rise to 
investment income which accrues on behalf of individuals. In order not to 
omit this investment income from personal income, these institutions are 
treated as “‘associations of individuals’ in these Accounts insofar as their 
investment function is concerned. Their investment income is included in 
“interest, dividends and miscellaneous investment income of persons’”’. 


Information on the investment income of federally-registered life 
insurance companies is obtained from the reports of the Superintendent of 
Insurance for Canada. Investment income accruing to non-Canadian 
policy-holders is excluded on the basis of the ratio of assets out of Canada to 
total assets of Canadian companies. The total thus obtained is adjusted to take 
into account investment income of provincially-licensed companies. Real 
estate expenses and taxes, including depreciation, and interest on policy loans 
are deducted from the total. Dividends received from domestic sources are also 
deducted since they are included with dividends received by persons. 


Investment income of federally-registered fraternal and mutual benefit 
societies is based on the same source as that of life insurance companies. 
Income accruing to foreign policy-holders is excluded on the basis of premium 
income. The investment income of provincially-registered societies is based on 
information contained in reports of the provincial departments of insurance. 
Information on the investment income of trusteed pension plans is obtained 
from Trusteed Pension Plans, Financial Statistics, Catalogue 74-201. Dividend 
income is excluded since it is included with dividends received by individuals. 


Royalties received by persons are estimated from information supplied 
by the Department of National Revenue, the Department of Energy, Mines 
and Resources and the manufacturing and Primary Industries Division of 
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Statistics Canada. Interest on the government annuities account is taken from 
the Public Accounts of the federal government. Since the interest accrues to 
individuals, it is included here, rather than with government investment 
income. Data on profits and interest of mutual non-life insurance companies 
are obtained from the Department of Insurance. 


Profits remitted by Government Business Enterprises (Table 21, line 2) 


This item of outlay has a counterpart in the income of the government 
sector. The sources and methods underlying the government estimates are 
discussed in Chapter 6 ““The Government Sector’. The nature and content of 
the item is described in connection with the discussion of Table 16, line 10, in 
Chapter 6. 


Interest on Government Loans, Advances and on Public Funds (Table 21, 
line 3) 


This component of outlay also has a counterpart in the income of the 
government sector. The content of the item is set out in Table 6-9, and the 
estimate is furtherdescribed in connection with Table 16, line 11, in Chapter 6. 


Interest, Dividends and Miscellaneous Investment Income Payments to 
Non-residents (Table 21, line 4) 


This component consists basically of interest and dividend payments to 
non-residents by the corporate and government business enterprise sector. It 
forms a part of the total adjustment for interest and dividends paid abroad 
required to convert Gross National Product at Market Prices to a Gross 
Domestic Product basis (Table 4-2), the balance being made up of interest on 
the public debt which is paid to non-residents. Each of these items has a 
counterpart in Table 24 (lines 4 and 5) which deals with the income of the 
non-resident sector, as indicated in Table 7-8. 


TABLE 7-8. Interest and Dividends paid to Non-residents 


1961 


millions of dollars 


Bygbusinessi@Lable 24 alines4 )ie.e Wem ien ee |Meat ceeded C-aeasu- nya 882 


By:gavernment(Table!24, line’5) .crciice ah SA): ie GiGi eS 


elke Xe) wiles ais? 6.640) o> 0, “elie 9) e, 0) 0 ©) 0) 0, 0 18) 6 9) 0 [6 6’ © 6 9:61 ele e146) (8:6 


Direct Taxes (Table 21, lines 5, 6 and 7) 


These tax outlays of the corporate and government business enterprises 
sector consist of direct taxes paid by government business enterprises; direct 
taxes paid by corporations; and the excess of corporation tax liabilities over 
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tax collections. The amounts involved are entered as income in the government 
income account, Table 16 (lines 4, 5 and 6). The nature and content of the 
estimates are described in Chapter 6 ““The Government Sector’ in connection 
with the discussion of Table 16. 


Charitable and Other Contributions (Table 21, line 8) 


This item of outlay of the corporate and government business enterprises 
sector forms a part of the income of the persons and unincorporated business 
sector discussed in Chapter 5. The estimates are based on information from 
compilations of Department of National Revenue data. Included in the figures 
are both charitable contributions and other donations such as contributions to 
political parties made by corporations and deducted as an expense in arriving 
at book profit. 


Bad Debts (Table 21, line 9) 


This item of outlay is regarded as a transfer payment from the corporate 


and government business enterprises sector to the persons and unincorporated | 


business sector, and is mentioned in Chapter 5 in connection with the income 
of that sector. For most industries, the total of bad debts written off is based 
on information from surveys and tabulations of Department of National 
Revenue data by the Business Finance Division. The ratios covering amounts 
applicable to persons as distinct from businesses are obtained from census 
information or survey data. For some industrial groups such as banks, bad debt 
ratios determined by the institutions themselves are applied to outstanding 
loan or receivable balances. 


Saving (Table 21, lines 10, 11, 12 and 13) 


The saving of the corporate and government business enterprises sector is 
made up of undistributed corporation profits, the unremitted profits of 
government business enterprises, the inventory valuation adjustment, and 
capital assistance from government. Each of these elements in the sector’s 
saving is discussed below. 


Undistributed Corporation Profits (Table 21, line 10) 


Undistributed corporation profits are calculated residually, being the 
amount of corporate earnings retained after payment of taxes, distribution of 
dividends to Canadian residents and to abroad, and various transfer payments. 
The derivation of the figures, based on Table 56 of Volume 1, ‘“‘Analysis of 
Corporation Profits” isshown in Table 7-9. The sources of all of the data 
which make up this table are described elsewhere in this report. 


Unremitted Profits of Government Business Enterprises (Table 21, line 11) 


This component of the sector’s saving is simply the retained portion of 
the profits of government business enterprises after the remission or 
distribution of earnings to the government sector. The sources and methods 
underlying the estimates are discussed in Chapter 6, “The Government 
Sector’, in connection with Table 16. 
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TABLE 7-9. Analysis of Corporation Profits 


millions of dollars 
Corporation profits before taxes (Table 1, line 3) ........... 4,066 6,823 
Deduct: 

Corporationmncoinestaxaiabilivies 0s eae ee ee ee — 1,629 — 2,382 
Federal excess of liabilities over collections. ........... (Ce 58) (sp 65) 
Provincial excess of liabilities over collections........... (- 20) (- 27) 
Hederalitaxicollections ma ewe ewe ead ee ana ae sss cue tea (— 1,267) (— 1,809) 
Rrovincialstaxscoulections smear en ita ae ee acca aen eae (— 284) (-— 611) 

Equals: 

Corporationsprotitattertaxesmaers ae eee eens cee ee 2,437 4,441 
Deduct: 

Dividends paidstomon-residentSie nase ee es eens © ee tele — 622 - 874 
Equals: 

Corporation profits after taxes retained in Canada ......... 1,815 3,567 
Deduct: 

Dividends paid-to: Canadian iresidents#9 9.3..)2 2.4.2 Ss Ses — 426 ~ 817 
Deduct: 

Transfer Payments: 

Gharitablercontnbutionss meme eee ace ieee = 49 = 78 

Badidebise re wers eas tr tae ae sil akd. ilew SR Saray ae Bors 26 = 53 
Equals: 

Undistributed corporation protitsie pyar ae ee cee 1,314 2,619 


1 Does not include inter-corporate dividends paid by one resident corporation to another. 


Inventory Valuation Adjustment (Table 21, line 12) 


The inventory valuation adjustment is explained earlier in this chapter, 
and in Chapter 3. It is entered here in order to eliminate inventory gains or 
losses from the saving of the corporate and government business enterprises 
sector. 


Capital Assistance from Government (Table 21, line 13) 


This element of saving of the corporate and government business 
enterprises sector represents contributions by governments toward the 
financing of the sector’s gross fixed capital formation. The item is shown as 
an outlay of the government sector and is described in Chapter 6 in connection 
with the discussion of Table 17. 


The Capital Finance Account 
(Tables 22 and 23 of Volume 1) 


The capital account of the corporate and government business 
enterprises sector assembles all elements of the sector’s saving, and shows how 
this saving is used to finance the sector’s investment in physical assets, i.e., 
investment in gross fixed capital formation and in inventories. Any shortfall or 
excess of saving in relation to these financing requirements for investment in 
physical assets represents the sector’s net borrowing from or lending to other 
sectors (i.e., net dis-investment or investment in financial assets). 


Sean 


It has been noted previously that investment in physical assets by the 
corporate and government business enterprises sector covers only a part — 
though the major part — of total gross capital formation in Canada. Both the 
government sector and the persons and unincorporated business sector also 
undertake investment in physical assets, and this activity is recorded in the 
capital finance accounts of these two sectors. The total of gross capital 
formation in Canada undertaken by all sectors is shown in Table 7-10, broken 
down by the sector associated with the investment. Only that part of the total 
which is undertaken by corporations and government business enterprises is 
recorded in the capital finance account of this sector. However, as a matter of 
convenience, the sources and methods underlying total gross fixed capital 
formation are discussed in this chapter, as well as the sources and methods 
underlying the estimates of changes in non-farm business inventories. 


TABLE 7-10. Gross Capital Formation by Major Sector 
Undertaking the Investment — 


1961 


millions of dollars 
Undertaken by the corporate and government business enterprise sector . . 4,980 
Housing”. ais: east Bish hued Picco eaae a elke aeeee et erie Pena et ane  oee (385) 
Gross fixed capital formation in non-residential construction and ma- 
chinéry andequipment{ sy ener ee aie hee eee enn eee (4,077) 
Change ininon-farml business Inventories wena ene eee ee mene ere (518) 
Undertaken by the persons and unincorporated business enterprise sector. . 1,846 
FLOUSING ry ieee scat siceriers ney ser naciae Cae a SeOMe Seems rns otro at che reer (1,404) 
Gross fixed capital formation in non-residential construction and ma- 
chinetyeandequipments.-0- ee eet ee en eee (852) 
Change in farm inventories and grain in commercial channels ....... (— 410) 
Undertaken’ by the governmentsecctOrea-m-me en rm nnn ee re ne 1,682 
Housings 5: Geico tee See cic Ao heed ay cine me Camere (9) 
Gross fixed capital formation in non-residential construction and ma- 
chinerysand equip mentgavacacs) ee eee Pee cree ee (1,665) 
Change intinventories: es byte ee lh paca eee, eee (8) 
Total gross fixed capital formation and inventory investment. ..... 8,508 


BOR SOS O10) SONOS TOS EN SS ee 


Sources of Saving (Table 22, lines 1, 2, 3, 4 and 5) 


The various elements of saving from the corporate and government 
business enterprises sector’s income and outlay account are carried down to 
the capital finance account as a source of finance for investment: 
undistributed corporation profits; unremitted profits of government business 
enterprises; the inventory valuation adjustment; and capital assistance from 
government. All of these components of saving have been discussed in 
preceding sections of this chapter. To these amounts are added estimates of 
the sector’s capital consumption allowances, to yield an overall figure of the 
sector’s total saving from all sources. The following section discusses the 


sources and methods underlying the estimates of capital consumption allow- 
ances. 
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Capital Consumption Allowances and Miscellaneous Valuation Adjustments 
(Table 22, line 5) 


The treatment of capital consumption in these Accounts, and the nature 
of the various valuation adjustments incorporated in the figures, was outlined 
in Chapter 3. In that chapter it was noted that, with the exception of the 
estimates associated with housing investment, government fixed capital 
formation, and fixed capital formation in agriculture, all of the estimates of 
depreciation or capital consumption in these Accounts are calculated on an 
original-cost basis of valuation and are closely linked to the figures of book 
depreciation reported in the accounting records of business firms. The greater 
part of the capital consumption estimates entered as saving in the sources side 
of this sector’s capital finance account is therefore based on original cost book 
depreciation as entered in the records of business firms. Only in the case of the 
sector’s investment in housing are the estimates calculated on a replacement 
cost basis of valuation. 


Information on corporate depreciation as it applies to the stock of 
business plant and equipment (non-residential construction and machinery and 
equipment) is obtained essentially from the same sources as the estimates of 
corporation profits which were discussed earlier in this chapter. For the years 
prior to 1944, the results of the special corporation sample study were used. 
For the years from 1944 to the mid-1960’s, the estimates are based on 
information from Taxation Statistics as published by the Department of 
National Revenue up to that time. For the more recent years, the figures are 
based for the most part on corporate depreciation as reported and published in 
Corporation Financial Statistics, Catalogue 61-207, and Corporation Taxation 
Statistics, Catalogue 61-208. Other sources of information include Financial 
Institutions, Financial Statistics, Catalogue 61-006, and ‘Jndustrial 
Corporations, Quarterly Financial Statistics, Catalogue 61-003. 


While most of the basic data is available from the above-noted sources, in 
some instances additional sources were drawn on. In the case of banks, the 
estimates are based on published reports of the chartered banks; estimates of 
depreciation on real estate holdings and equipment owned by insurance 
companies are based on reports of the Superintendent of Insurance; and 
depreciation on co-operatives is derived from information from the 
Department of Agriculture. 


Conceptually, depletion charges are not included in these Accounts with 
capital consumption allowances, since the exhaustion of natural resources is 
not regarded as a charge against the National Income. However, because of 
statistical difficulties, it has not been possible to remove all of depletion 
charges from the estimates of capital consumption allowances. 


A number of adjustments have to be made to the basic figures derived 
from the above-noted sources. Certain capital outlays may be charged to 
current expense by business (such as mining development and exploration 
costs and durable items such as furniture, office equipment, tools, and so 
forth). Such outlays are included with gross fixed capital formation in these 
Accounts. The amounts involved are added to capital consumption allowances 
in order to maintain essential balance between the income and expenditure 
sides. The estimates are derived from the reports Private and Public Investment 
in Canada, Outlook and Regional Estimates, Catalogue 61-205. 
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Certain non-capital outlays charged to capital account by business but 
not regarded as capital formation in these Accounts are also accorded special 
treatment. Thus, brokerage fees on the purchase and sale of stocks and bonds 
are frequently capitalized by business, but since they are non-tangible, 
non-durable items of expenditure they are excluded from capital formation in 
these Accounts. In order to keep the Accounts in balance, a negative 
adjustment is made to “capital consumption allowances and miscellaneous 
valuation adjustments” in order to correct the income side for the 
over-statement of business profits inherent in the reported book figures. The 
estimates are based on information compiled from taxation sources. 


The claim portion of business and residential insurance paid out to 
compensate for fire and other types of losses is treated in these Accounts as a 
form of capital consumption. Insurance premiums paid by business (an 
operating expense) enter into the market price of goods and services on the 
expenditure side. The full amount of the premiums paid must therefore be 
matched on the income side, to keep the Accounts in balance. The factor 
incomes generated by insurance companies and paid for out of premium 
revenues (in the form of salaries, wages, profits, etc.) are automatically 
included in the National Income. However, the “claim portion” of premium 
revenue does not appear anywhere on the income side. In order to keep the 
income and expenditure sides of the Accounts in balance, an explicit entry is 
required in the estimates of capital consumption allowances as recorded here. 
The estimates are based on information from annual reports of the 
Superintendent of Insurance, and from data published in Railway Transport: 
Part II, Catalogue 52-208. 


Depreciation, or capital consumption allowances charged by government 
business enterprises are compiled, for the most part, from published reports or 
accounting statements of the enterprises in question. The estimates are on an 
original-cost basis. Capital consumption allowances on that part of the housing 
stock which is included in this sector are calculated on a replacement cost 
basis, with the figures derived in connection with estimates of the capital stock 
of housing valued at current market prices prepared in the Construction Divi- 
sion of Statistics Canada. 


Disposition of Saving (Table 23, lines 1, 2 and 4) 


This table shows the disposition of the sector’s saving to finance gross 
fixed capital formation in residential construction, non-residential 
construction, machinery and equipment, and the sector’s investment in 
inventories (see also Table 7-10). The shortfall or excess of saving in relation to 
these financing requirements is a measure of the sector’s net borrowing from 
or lending to other sectors. It will be noted that the residual error of estimate 
has been arbitrarily assigned to the capital finance account of the corporate 
and government and business enterprises sector, with one half of the error 
appearing on the sources of saving side (Table 22) and the other half on the 
disposition of saving side (Table 23). 


Although the corporate and government business enterprises sector 
accounts for the greater part of total gross capital formation in Canada, as 
Table 7-10 indicates, it is not the only sector involved in investment activity. 
Substantial outlays for investment are also undertaken by the persons and 
unincorporated business sector, and by the government sector. Since the 
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estimates of gross fixed capital formation for all three sectors are closely 
similar with respect to basic definitions and methods of estimation, and since 
they derive essentially from a single major source in recent years (i.e., the 
survey of private and public investment), it is convenient at this point to 
review the estimates in total, as they appear in Table 2, the Gross National 
Expenditure. 


Residential Construction (Table 2, lines 5 and 9) 


Residential construction outlays included in the National Income and 
Expenditure Accounts are made up of a number of elements: outlays for new 
permanent housing in the form of single dwellings, doubles, row housing, and 
apartment housing; conversion costs; the cost of alterations and 
improvements; supplementary costs such as architectural and legal fees; and 
transfer costs on sales of existing fixed assets. 


Residential structures are defined as “‘dwelling units’ for purposes of 
these estimates if they are structurally separate and self-contained, with a 
private entrance from outside or through a common hall or stairway from 
inside. One of the main sources of data used in the residential construction 
estimates, the monthly starts and completions survey undertaken by Central 
Mortgage and Housing Corporation, enumerates dwelling units according to 
this definition, for all new structures which are designed for non-transient, 
year-round occupancy. 


The construction of hotels and motels is considered to be non-residential 
construction. Construction of dormitories by institutions such as universities, 
churches and schools is also considered to be non-residential construction 
unless the unit is self-sufficient, and contains a kitchenette; in this case, it is 
classified as residential construction. Housing construction by agencies 
classified as government business enterprises is included with business 
residential construction. Government departmental housing such as that 
carried out by the Department of Indian and Northern Affairs is regarded as 
government capital expenditure. The construction of military barracks (not for 
rent) is excluded from gross fixed capital formation. 


A “single”? dwelling is defined as a building containing only one dwelling 
unit which is completely separated on all sides from any other dwelling. A 
“double” dwelling is one of two dwelling units located one above the other (or 
side by side) in a building adjoining no other structure. A “row” dwelling is 
one family dwelling unit in a row of three or more attached dwellings 
separated by common walls extending from ground to roof. An “apartment” 
dwelling unit includes all dwellings other than those described above.? 


“Conversions” are dwelling units created as a result of basic structural 
changes made to existing buildings. ““Alterations and improvements”’ include 
expenditures for structural changes which do not create a separate dwelling. 
Also included here are ancillary structures built subsequently such as garages, 


9 In the case of apartment dwellings, the cost of major appliances such as stoves and 
refrigerators is assumed to be included as gross fixed capital formation. In the case of 
owner-occupied dwellings, such outlays are regarded as personal expenditure on consumer 
durable goods if they are not included in the original price of the dwelling. 
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car-ports and in-ground swimming pools. If a garage or an in-ground swimming 
pool was included in the original contract price of a dwelling, this expenditure 
will automatically be included in the estimates of residential construction 
outlays. 


‘Supplementary costs” include payments for professional and related 
services such as architectural, financial, legal and surveyors’ fees. In addition, 
an estimate of interest accrued during construction is included, consistent with 
the practice of purchasers being required to pay these charges on acquiring 
new dwellings. A separate estimate is also included for the mortgage insurance 
fee charged for all housing financed under the National Housing Act. 


TABLE 7-11. Residential Construction Outlays by Sector 


1961 


millions of dollars 


Undertaken by the corporate and government business enterprises sector 


(Gncluded‘in Table 23.sline 1) 95 5 Si ee, cee See 385 
Undertaken by the persons and unincorporated business sector (included 

in Table: Whine: Wi eee co eee ars Dn ney. ie On Se 1,404 
Undertaken by the government sector (included in Table 19, lines 1 and 2) 9 


Total;‘as per Table'2 “lines: S:and.9) 2-9-0. createed ios satel career me ie 1,798 


Table 7-11 provides a breakdown, for the year 1961, of residential 
construction outlays by the sector undertaking the investment. For all years 
since 1951, the total figure of housing outlays is obtained from the reports 
Private and Public Investment, Outlook and Regional Estimates,1° based on 
the large scale annual survey (covering more than 24,000 establishments) 
carried out jointly by Statistics Canada and the Department of Industry, Trade 
and Commerce.!! The housing estimates in these reports draw heavily on 
extensive field survey work undertaken by the regional offices of Central 
Mortgage and Housing Corporation which provides basic information on new 
housing starts and completions each year. Estimates of the value of housing 
construction put in place as presented in these reports are obtained by 
combining these data on starts and completions with information on average 
construction time, the type and size of dwelling, and average unit costs. For 
the period prior to 1951, the estimates are built up from a variety of sources, 
drawing on information from the decennial censuses, annual starts and 
completions data, building permit records, contract awards data, indices of 


10 Statistics Canada Catalogue 61-205. 


11 For a reconciliation of the National Accounts figures with these reports, see Table 
59 of Volume 1. 
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construction costs, and other information. Because the information for this 
earlier period is less complete, the estimates must be considered as having a 
somewhat lesser order of reliability than the more recent figures. 


The breakdown of these total housing outlay figures by sector 
undertaking the investment is based on arbitrary procedures, as was indicated 
in Chapter 5. In the area of government housing outlays — a relatively minor 
part of the total — the estimates are based on the accounting records of 
governments. The break-out of housing undertaken by the persons and 
unincorporated business sector from housing undertaken by the corporate and 
government business enterprises sector is based on the assumption that all 
single unit dwellings plus one half of “doubles” are assignable to the former 
sector, while the balance is assignable to the latter sector. 


Total Gross Fixed Capital Formation as a Percentage 
of Gross National Product") 


% of G.N.P. %o of G.N.R 
26 26 
24 24 
22 ee 
20 20 
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16 16 
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1926 6'30 '35 ‘a0 ‘a5 ‘50 '55 ‘60 ‘65 '79'72 


“includes all Private and Public Gross Fixed Investment 
as per National Income and Expenditure Accounts 


Non-residential Construction (Table 2, lines 6 and 10) 


Non-residential construction outlays as defined in the National Income 
and Expenditure Accounts cover a considerable range of construction and 
construction-related activities. Included here is the gross value of all new 
non-residential construction put in place with the exception of defence 
installations; all additions and major renovations; and all conversions and 
alterations where structural changes have taken place, or the life of an existing 
asset is extended beyond its normal life expectancy. The estimates include 
both contract work and work done by the firm’s own labour force (own 
account). All costs incurred directly or indirectly are included. Thus, 
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expenditure on permanently built-in equipment is included, as well as the cost 
of site preparation and land improvement. While the purchase value of land 
and existing assets is excluded, transfer costs of existing fixed assets are 
included. The expenditures represent as far as possible the value of 
construction work put in place within the year irrespective of the time that 
payment is made. Only construction work carried on in Canada is included. 
The nationality of the firm undertaking the construction has no bearing on the 
estimates. 


The estimates are classified into four main groups of construction 
activity: 


(a) building construction; 

(b) highways, bridges and streets; 
(c) railway construction; 

(d) other engineering construction. 


The “building” group includes industrial, commercial, institutional and 
other building construction. The “highways, bridges and streets’ group 
includes roads, highways, aerodrome construction, drainage ditches, storm 
sewers, bridges and trestles. The “railways” group includes railway tracks and 
roadbeds, signal installations and switching systems. Finally, the “other 
engineering’ group covers a wide range of projects, including: marine 
construction such as docks and canals; waterworks and sewage systems; dams 
and irrigation systems; electric power construction projects; telephone and 
telegraph lines and marine cables; gas and oil facilities such as oil pipe lines, 
and pumping stations; tunnels and subways; and incinerators. 


As has been indicated previously, overall estimates of private and public 
investment in Canada have been assembled each year since the late 1940’s 
from a large-scale survey undertaken annually by Statistics Canada in 
collaboration with the Department of Industry, Trade and Commerce. In 
1972, the survey covered approximately 24,000 separate establishments. The 
figures are prepared separately, for residential construction, for non-residential 
construction, and for machinery and equipment. The estimates are published 
in the series of reports Private and Public Investment in Canada, Outlook and 
Regional Estimates, Statistics Canada Catalogue 61-205. Virtually all of the 
data necessary to construct the estimates of non-residential construction which 
enter the National Accounts are available from this source, although some 
re-arrangement and adjustment of the information is necessary to conform to 
the definitions and classificatory framework used in the Accounts.12 Table 
7-12 provides an illustration of how the figures incorporated in the 
Accounts are derived from this basic source material for the year 1961. 


For the years prior to the introduction of the private and public 
investment survey, the estimates are based on a background study published 
by the Department of Trade and Commerce in 1951.!3 Again, some 


12 An adjustment to incorporate the transfer costs on the sale of existing fixed assets 
is based on source material other than the private and public investment survey. 

13 Private and Public Investment in Canada, 1926-1951, Department of Trade and 
Commerce, King’s Printer, Ottawa, 1951. 
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TABLE 7-12. Derivation of Non-Residential Construction Estimates as per 
National Accounts from Private and Public Investment 
Survey Data 


millions of dollars 


Private and public non-residential construction! ................ 4,133 
Deduct: 
Direct government outlays as per private and public investment2. . . . — 1,368 
Adjustment: 


To exclude municipal waterworks and public hospitals (treated as 
government capital outlay in the Accounts) and to include the 
transfer costs of existing fixed assets and the capital outlays of the 


Canadian’ Broadcasting, Corporation’) 475.4) 2)2 =. eee.) let oetsle = — 154 
Equals: 
Total business non-residential construction as per National Accounts 
(Table2 lines lO) Peek. 0s. «tek erste te saeco) oi ens ode baer teete enc) 2,611 


Direct Government outlays as per private and public investment? ...... 
Adjustment: 1,368 

To include municipal waterworks and public hospitals, and to exclude 

defence and capital outlays of the Canadian Broadcasting Corpora- 


HOLPRAA ERIE, ane tee ae ONCE On ae A MCR RT Ro chs 111 
Equals: 
Total government non-residential construction as per National Ac- 
counts (lable 2. line 6) tre ete le es Ra A ee ee 1,479 


1 Source: Private and Public Investment in Canada, Outlook and Regional Estimates, Catalogue 
61-205. 

2 In addition to government built, non-rental housing, this category consists of expenditures for 
provincial hospitals, provincial and local school boards, and those outlays made directly by government 
departments. It does not include the capital outlays of municipal waterworks or public hospitals, but it 
does include those of the Canadian Broadcasting Corporation. 


adjustment and re-arrangement of the data has been necessary to conform to 
National Accounts definitions. It may be noted that special capital outlays by 
foreign governments in Canada during the war years 1939-45 are included with 
business gross fixed capital formation, since these outlays contributed to the 
increase in the total stock of fixed capital in Canada. Thus, the non-residential 
construction series includes the war-time expenditure of the United States in 
connection with the Alaska Highway and the Northern Staging Routes, and of 
the United Kingdom in connection with the expansion of plant facilities,!4 all 
of which drew upon Canadian production but were not originally Canadian 
capital expenditures. Because they are included with gross fixed capital 
formation in these Accounts, the amounts are omitted from the “exports of 
goods and services’’ series in Table 2. 


Machinery and Equipment (Table 2, lines 7 and 11) 
Machinery and equipment outlays as defined in these Accounts include 


expenditures of a capital nature on durable, tangible goods with a productive 
life of one year or more. Typically, such machinery and equipment is of a type 


14 Part of the amount for expansion of United Kingdom plant facilities is included 
with machinery and equipment investment. 
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that can be removed without materially altering the structure in which it is 
housed. The estimates cover the installed cost of machinery and equipment, 
and not simply the delivered cost. Progress payments on heavy machinery such 
as aircraft, railway rolling stock, ships, and power generating equipment are 
included as capital outlays in the year in which they are made regardless of the 
date of delivery of the equipment. The estimates include expenditures for 
smaller types of capital goods such as small tools and office furniture and 
equipment which are often charged by business to operating or current 
account. 


As in the case of the estimates for non-residential construction, the 
information on which the machinery and equipment estimates are based is 
derived almost wholly from the large-scale survey of private and public 
investment which has been carried out each year since the late 1940’s as a joint 
undertaking by Statistics Canada and the Department of Industry, Trade and 
Commerce.!5 The figures are essentially as reported by business firms, 
governments, non-profit organizations and other institutions from their own 
accounting records, with some re-grouping and reclassification of items to 
conform to the definitions inherent in the Accounts. Some relatively small 


adjustments to take account of scrap and salvage allowances on used 


machinery and equipment (including commercial vehicles and ships) are based 
on sources other than the private and public investment survey.!6 The 
derivation of the estimates from the survey material is illustrated in Table 7-13 
for the year 1961 (see following page). 


The estimates of machinery and equipment outlays for the period prior 
to the introduction of the private and public investment survey are based, as in 
the case of non-residential construction, on the background study published 
by the Department of Trade and Commerce in 1951, Private and Public 
Investment in Canada, 1926-1951. Again, some _ re-arrangement and 
re-grouping of the figures is necessary to adapt the information to the 
definitions and classifications adopted in these Accounts. 


The estimates of gross fixed capital formation in Canada included in 
Table 2 of Volume I of these Accounts may now be summarized, drawing 
together the material assembled in Tables 7-11, 7-12 and 7-13. 


A breakdown of total gross fixed capital formation by the industry 
group undertaking the investment is given in Volume 1, Table 32, “Gross 
Fixed Capital Formation by Industry’’. 


15 Private and Public Investment in Canada, Outlook and Regional Estimates, 
Statistics Canada Catalogue 61-205. 

16 Scrap and salvage allowances on used machinery and equipment sold by business 
in domestic or export markets are implicitly included in the final expenditure components 
of Gross National Expenditure. Since these amounts should not be included and counted as 
current production (having been counted as production in the period in which the goods 
were produced), a negative adjustment is made to gross fixed capital formation in new 
machinery and equipment to offset amounts elsewhere included on the expenditure 
side. See Chapter 2. 
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TABLE 7-13. Derivation of Machinery and Equipment Estimates as per 


National Accounts from Private and Public 
Investment Survey Data 


Private and public machinery and equipment expenditure! .......... 
Deduct: 
Direct government outlays as per private and public investment? 
Adjustments: 

Negative entry for receipts of used ships exported, scrap and salvage 
allowances, and net sales of used motor vehicles; a deduction to 
exclude municipal waterworks and public hospitals; an addition to 
include the Canadian Broadcasting Corporation............ 


Equals: 
Total business machinery and equipment expenditure as per National 
Accounts:(Laple:? lineul lie. ens coe eieee ole ec) © hi ehe cee eee 


Direct government outlays as per private and public investment? ...... 

Adjustment: 
To include municipal waterworks and public hospitals, and to exclude 
capital outlays of Canadian Broadcasting Corporation ........ 


Equals: 
Total government machinery and equipment expenditure as per Na- 
tionallAccounts:(Lable:2 slinei7) a sis: <i ws cael te ea, oho eres fe 


1961 


millions of dollars 


2,662 


— 160 


— 184 


2,318 


160 


26 


186 


! Source: Private and Public Investment in Canada, Outlook and Regional Estimates, Catalogue 


61-205. 


2 This category includes machinery and equipment expenditures made directly by government 
departments, provincial hospitals, and provincial and local school boards. It does not include the ma- 
chinery and equipment outlays of municipal waterworks or public hospitals, but it does include those of 


the Canadian Broadcasting Corporation. 


TABLE 7-14. Summary Consolidation of Gross Fixed Capital Formation 
pe lh aa Lr Ae ae Ee cS a SR 


1961 


Residential construction: 
GovernmentGbables/atli)s eee wala ler ae te ies rese ee hn suet cris, we 
BUSINESS sla Olea lS) eae uae cote eek cs Ws iet oy eee) use weeks tke Sea's 


Non-residential construction: 
Government (Dables/cle) mame carmen ete rome eee ina a 
BUSINESS GhaADLes/=12)) er tee ces poe Lake er SAAC) Bog ee oe Rotts al NG 


Machinery and equipment: 
Government (lable g.-153)) mig wantes eer ote eae 2) ies de: ou Poets crete) Se 
IBUSINESSHELAO] Cay all >) meetin Renee Ren Ske cee oy eR le kee ee se 


Total gross fixed capital formation (as per Table 2, line 3, of Vol- 
URC) oc: cos c: o nab son eomoutety ic: Oecenkcurictoseed Cle Deus eceticlcea as 


millions of dollars 


yi me 


Change in Non-farm Business Inventories (Table 2, line 14; Table 23, line 2) 


This component of Gross National Expenditure covers all investment or 
dis-investment in inventories!7 except that for farm inventories and grain 
in commercial channels, and a small amount of inventories held by 
governments. In principle, the change in non-farm business inventories should 
be apportioned between the corporate and government business enterprises 
sector and the persons and unincorporated business sector. In fact, data are 
not available to permit this split, and the change in total non-farm business 
inventories is assigned to the corporate and government business enterprises 
sector as a part of the sector’s gross capital formation in Table 23. 


17 In this terminology, a positive change in inventories (inventory accumulation) 
represents investment in inventories. A negative change in inventories (withdrawals from 
stocks) represents disinvestment in inventories. 


Change in Non-Farm Business Inventories as a Percentage 
of Gross National Product 


% of G.NP % of GNP. 
4.0 4.0 
3.0 | 3.0 
2S, 2:0 

: {| tas : 
1.0 1.0 
2.0 2.0 
3.0 3.0 
Bey alc USE IT Sale Ts |e ale hee AT ea ‘ae 

1926 ‘30 "35 ‘a0 ‘45 ‘50 ‘55 ‘60 ‘65 ‘TO ve 


Investment in non-farm business inventories is estimated initially on the 
basis of reported book values. As a component of Gross National Expenditure, 
the relevant investment in inventories is the physical change during the period, 
valued at average prices of that period. The accounting conventions of business 
are such that withdrawals from inventory are generally at original cost rather 
than at the average price of the current period and this gives rise to an inven- 
tory “gain’’ or “loss”? which is reflected in the change in book values and, 
being inappropriate for national accounting purposes, is removed by an inven- 
tory valuation adjustment. The resulting figure of “‘value of the physical 
change in inventories’’, valued at average prices of the period, is that which is 
entered in the Gross National Expenditure. (Since 1947, the annual value of 
the physical change has been taken as the sum of the four quarterly estimates.) 
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On the income side of the Accounts, the inventory valuation adjustment is 
made to remove from the National Income these inventory gains or losses 
wherever corporate profits and net incomes of unincorporated businesses have 
been computed on the basis of changes in reported book values. 


A description of the inventory valuation adjustment procedure has been 
given earlier in this chapter. The following description of the sources and 
methods underlying the non-farm business inventory estimates refers to the 
estimates based on reported book values. 


Estimates of annual book values of inventories for the majority of 
industries are available, for current years, from annual censuses or sample 
surveys carried out by the Manufacturing and Primary Industries Division, the 
Merchandising and Services Division, or the Business Finance Division of 
Statistics Canada. When these data are inflated to full coverage for the relevant 
industries, by the use of inventory to production or inventory to sales ratios, 
they account for between 80% and 90% of total inventory book 
values. Estimates for the remaining industries are based on data from a range 
of other sources including special tabulations in Statistics Canada, summaries 
of taxation statistics by the Department of National Revenue, and the 
published annual reports of companies. For earlier years, mainly before 1944, 
sources include the special corporation sample study (see the Appendix to this 
chapter), analysis of the records and reports of the Industry Statistics Branch 
of Statistics Canada, and projections from annual and decennial census data. 


In general, before 1947, year-end holdings of inventory are reported ona 
fiscal year-end basis. Since 1947, data are available for the manufacturing 
industry which permit adjustment to a calendar year basis. New sample surveys 
introduced to cover the years from 1954 onward for wholesale and retail trade 
permit more comprehensive coverage of these groups on a calendar year basis. 


It should be noted that for the years 1926 to 1960, the industry 
classification which is used for the inventory estimates is based on the 1948 
Standard Industrial Classification. For the period 1961 to the present, the 
classification is based on the 1960 Standard Industrial Classification.!% This 
change in the classificatory system has involved some re-arrangement and 
re-grouping of sub-component detail in the more recent period. The nature of 
the principal changes are noted in the course of the discussion which follows. 


In forestry, estimates of year-end inventory holdings for the years 1926 
to 1944 are made by projecting a 1944 base figure on the trend of a composite 
index of employment and payrolls in logging. The 1944 base figure is derived 
from a survey of reported book values, inflated to full coverage by applying 
the inventory to production ratio of reporting firms to the value of production 
in forestry. The latter figure is obtained from the publication Operations in the 
Woods Catalogue 25-501, and adjusted to exclude the forest production of 
farmers and the proportion applicable to other industrial groups. A similar 
method is employed for the years 1945 to 1948. For more recent years to 
1960, the 1948 estimated book value is moved ahead by an index prepared 


18 While the 1960 Standard Industrial Classification was fully implemented in 1961 
for all industries, the problem of linking to 1951 Census benchmark data made it necessary 
in some cases to mechanically convert to the new basis for the years 1952 to 1960. 
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from a sample report of physical stocks valued at average prices. The price data 
are based on annual averages available in the publication Pulp and Paper Mills, 
Catalogue 36-204, average weekly earnings, and unit values of exports of 
certain forest products. 


An annual census of logging was begun in 1963, Logging, Catalogue 
25-201, and the estimates of inventories in forestry have been linked back to 
and based on this information since the year 1961. The basic data obtained 
from this survey include book values of total inventories of establishments in 
the logging industry. 


In mining, the inventory estimates are prepared from inventory data 
collected by the Manufacturing and Primary Industries Division of Statistics 
Canada. Estimates for the earlier years are based on less complete information 
than is available currently. The estimates for the most current year are made 
by moving forward the latest available year-end value of inventory holdings on 
the trend of an index of raw materials and finished goods. This index. is 
prepared from physical stocks data, revalued with appropriate price series and 
supplemented with employment and payrolls data. 


In manufacturing, inventory estimates for the years 1926 to 1943 are 


based on census of industry returns, and for the years 1944 to 1948, ona 
survey of capital investment. In subsequent years, the estimates are prepared 
from inventory data collected by the Manufacturing and Primary Industries 
Division and published in /nventories, Shipments and Orders in Manufacturing 
Industries, Catalogue 31-001. The data include raw materials and supplies, 
goods-in-process, finished goods and goods purchased for resale. 


Beginning with the year 1961, the manufacturing estimates are classified 
in accordance with the 1960 Standard Industrial Classification. (Estimates for 
earlier years are based on the 1948 Standard Industrial Classification). Under 
the 1960 Standard Industrial Classification system, inventories of trading 
outlets which do not constitute a separate accounting entity are included with 
manufacturing, but those selling outlets of manufacturing firms which operate 
as separate reporting units are considered to be a part of wholesale trade. 
Dental laboratories, electroplating establishments, machine shops and 
upholstery shops which formerly were classified to the service industries under 
the 1948 Standard Industrial Classification are now included in manufacturing. 
Workshops of the Canadian Pacific Railways and the Canadian National 
Railways are excluded from manufacturing under the 1960 Standard Industrial 
Classification and are included with the transportation industry. All 
automobile repair shops are considered to be a part of retail trade under the 
1960 Standard Industrial Classification. Where smelting and _ refining 
operations include some mining activity, the mining portion has been deleted 
from the manufacturing industry. 


In the construction industry, for the years 1926 to 1943, a 1938 
benchmark value is projected forward or backwardon a combined index of 
employment in the building industry and prices in the building materials 
industry. Data are also drawn from the special corporation sample study. The 
1938 benchmark book-value figure is obtained from a survey of construction 
carried out in that year. Since 1944, the main source of information has been 
data compiled by the Department of National Revenue from taxation records, 
with the values adjusted to provide coverage for unincorporated business. 
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Estimates for current years for which taxation data are not yet available are 
obtained by projecting on a combined index of employment in construction 
and building material prices. 


The transportation, storage and communications industry is divided into 
three main sub-groups for separate estimation, and the results are summed to 
obtain total estimates for the industry as a whole. The transportation sub-group 
includes railways, passenger bus systems, water transportation services, motor 
catriers, urban transit systems, international toll bridges, tunnels and ferries, 
air transport services, and crude oil pipelines. The storage sub-group includes 
establishments engaged in moving and storage, and pure warehousing. The 
communications sub-group includes telephones, radio and TV _ broadcasting, 
and telegraph and cable systems. The first reasonably complete benchmark 
covering all the above-mentioned industries was obtained in 1965. The 
estimates draw upon a wide range of information which becomes more 
fragmentary as the estimates are pushed back in time. Among these sources is 
information on inventory book values in railway transportation and in 
telephone communication from the Transportation and Communications 
Division of Statistics Canada; data on electric railways, air, water, and road 
transportation, storage and communication from compilations of taxation 
statistics by the Department of National Revenue; and the published annual 
reports of selected companies. 


In the public utilities group, the inventory estimates cover electric power 
utilities and gas utilities. The estimates are based on data collected in annual 
surveys by the Manufacturing and Primary Industry Division and the Business 
Finance Division of Statistics Canada, supplemented in some of the early years 
by data from the Bank of Canada Statistical Summary and the published 
annual reports. of individual companies, including those set up as government 
business enterprises. Since 1960, annual surveys have been conducted of 
electric power stations Electric Power Statistics, Catalogue 57-202, and of 
gas utilities, Gas Utilities, Catalogue 57-205. 


In wholesale trade, inventories for the years 1926 to 1951 are based on 
decennial census data, with intervening years estimated using the special 
corporation sample study material, supplemented by monthly indexes of 
wholesale inventories of non-durable goods compiled by the Merchandising 
and Services Division of Statistics Canada, Wholesale Trade, Catalogue 
63-008. Since 1945, information from the operating results report compiled 
by the Merchandising and Services Division is also used. The 1951 and 1961 
decennial census benchmarks were moved ahead on the basis of a survey of 
wholesale establishments conducted by the Merchandising and Services 
Division. Similarly, 1966 census benchmark data were incorporated into the 
inventory estimates. Stocks held on consignment are deleted from the 
estimates since their purchase value appears elsewhere in the Accounts. The 
major change created by the introduction of the 1960 Standard Industrial 
Classification in the wholesale trade field was the inclusion of lumber and 
building material dealers, farm implement dealers, feed stores, farm supply 
stores and harness shops which previously were classified to retail trade. In 
addition, manufacturers’ sales branches which are not established as separate 
accounting entities were moved from wholesale trade to manufacturing. 


In retail trade, the estimates are keyed to the 1951, 1961 and 1966 
census data, with intervening years estimated from the monthly surveys 
conducted by the Merchandising and Services Division of Statistics Canada. 
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The estimates draw on a variety of related source material, including Chain 
Store Sales and Stocks, Catalogue 63-001; Department Store Sales and Stocks, 
Catalogue 63-002; and Merchandising Inventories, Catalogue 63-014.19 A 
major effect of the introduction of the 1960 Standard Industrial Classification 
on retail trade was the deletion of lumber and building material dealers, farm 
implements dealers, feed stores, farm supplies stores, and harness shops from 
retail trade. In addition, restaurants, caterers, cocktail lounges, taverns, and 
dressmakers were re-classified from retail trade to the service industries. 
Automotive repair shops, radio and T.V. repair shops, jewellery-repair and 
engraving establishments, and bicycle repair shops were re-classified from the 
service to the retail trade industry. 


In the service group, the estimates are based essentially on the decennial 
and quinquennial censuses. Prior to 1946, the inter-censal years were estimated 
on the trend indicated by data from the special corporation sample study. 
Subsequently, an index of wholesale, retail and manufacturing inventories was 
used to estimate the level of book values. The introduction of the 1960 
Standard Industrial Classification has affected the composition of the 
estimates. Some new groups such as restaurants, caterers, cocktail lounges, 
taverns and dressmakers which previously were classified to retail trade are 
now included with services. On the other hand, automotive repair shops, radio 
and T.V. repair shops, jewellery repair and engraving establishments, and 
bicycle repair shops were shifted from the service industry to retail trade; and 
dental laboratories, electroplating establishments, machine shops, and 
upholstery shops were shifted from services to manufacturing. 


In the finance, insurance, and real estate group, benchmark estimates for 
1945 and subsequent years are established from taxation statistics data 
compiled by the Department of National Revenue, with allowance for 
unincorporated business and banks and insurance companies. The 1945 
benchmark estimates are carried back to 1926 on the basis of an index of 
wholesale and retail trade inventories. For current years, before taxation 
statistics data become available, the book value figure for the most recent year 
is carried forward using the trend of employment indexes. 


A breakdown of the value of the physical change in inventories by the 

broad industrial group undertaking the investment (or disinvestment) is given 
~ in Table 33 of Volume 1. It should be noted that these figures are not “change 
in book value”’ estimates, but have been adjusted for inventory gains or losses 
to place them on a “‘value of physical change’”’ basis. 


19 The latter, more recent publication now includes the information contained in the 
chain store and department store reports, as well as information on independent retailers 
not previously published. 


APPENDIX TO CHAPTER 7 


Note on Special Corporation Sample Study 


The text of this note is reprinted from National Accounts, Income and 
Expenditure, 1926-1956 (the ‘““Brown Book’’), pp. 171-172. It deals with the 
derivation of the basic data entering the corporation profits estimates for the 
period 1926-44. 


During the years 1946 to 1964 inclusive, the Department of National 
Revenue published corporation financial data, based on compilations from the 
“T2” income tax returns filed by corporation under the Income Tax Act, in 
their annual report entitled Taxation Statistics. The first year covered by 
Taxation Statistics was 1944. These data provided the basis for the estimates 
of corporation profits in the National Income and Expenditure Accounts for 
the period after 1944 until the time information began to become available 
under the joint statistical operation established by the Department of National 
Revenue and Statistics Canada in connection with the Corporations and 
Labour Unions Returns Act. 


For the period prior to 1944, however, basic comprehensive information 
on which to build the corporate profits estimates for these Accounts was 
lacking. Financial corporation statistics for the period 1926-44 were therefore 
made the subject of a comprehensive sample study in the Department of 
National Revenue. The list of corporations included in Taxation Statistics 
served as the universe for purposes of selecting the sample. 


The universe was divided into twenty-three industrial groups, with nine of 
these groups in manufacturing, eight in finance, and the other six in mining, 
construction, public utilities, wholesale trade, retail trade, and services. The 
agriculture, fishing and forestry groups were not covered since they are not 
significant in size relative to the other industrial groups. Banks and insurance 
companies were not covered in this sample, complete information on their 
transactions being available from published sources as indicated above. 


A list was made of the corporations in each of these industrial groups, 
with the companies in each list being arranged in order of size of sales. The 
largest companies in each list were selected and included in the sample. 
Smaller companies were picked from the remaining companies in the list, with 
the chance of selection being proportional to the size of the company. By this 
method of selection it was possible to get efficient results with a relatively 
small number of firms. The completed sample covers about 1,000 companies, 
plus subsidiaries included in consolidated returns. 


Approximately the same items were recorded for these sample companies 
as are tabulated in Taxation Statistics. 


An effort was made to ensure comparability of the data for the entire 
period. If a company filed consolidated returns for some years and not for 
others, all companies included in the consolidation were included for all years, 
so that the data are not affected by bookkeeping changes. Consolidated 


AAG = 


returns, however, brought up problems where the companies entering into the 
consolidation were not classified in the same industrial group. It was necessary 
to classify the companies in the industrial group in which the largest 
percentage of sales were made, and therefore some industrial groups include 
profits, for example, which might more properly be allocated to other groups. 


Since the fiscal years of corporations may end at any time during the 
calendar year, it was decided to record companies on a “tabulation year” basis. 
That is, all companies whose fiscal years ended between July 1 of one year and 
June 30 of the following year were classified in the same calendar year. The 
purpose of this was to ensure that at least six months of a company’s 
operations would fall into the calendar year in which it was classified. For 
example, a company whose fiscal year ended August 31, 1940, would have 
eight months of its operations in 1940, and a company whose fiscal year ended 
on May 31, 1941, would have seven months of its operations in 1940. Both of 
these companies would be classified in the year 1940. Since a majority of 
corporations have fiscal years ending December 31, corresponding exactly with 
the calendar year, the error in the results due to this method of tabulation is 
probably not large. 


Once the sample companies had been recorded in the Department of 
National Revenue, the next problem was to arrive at results which would 
approximate the total of all corporations. This was done by comparing the 
sales of companies in the sample for the year 1946 with the sales of all 
corporations for the same year, separately for each industry group, and by 
groups related to the size of the company. Since large corporations in each 
industry were recorded completely, no adjustment was necessary for these 
companies. For the second-largest size group it might be found, for example, 
that the companies covered in the sample had one-half of the sales of all 
companies in that group. The results for this group were then multiplied by 
two to arrive at an approximation of the total for all companies in the group. 
The same procedure was carried out for other size groups, and these inflated 
totals for all size groups were then added together to give totals for the 
industry. 


Once these industry totals had been obtained they were examined 
carefully for errors, and to assess the value of the data. The accuracy of the 
results obtained varied with the item recorded, and with the industry group. 
The primary purpose of the sample was to obtain good estimates of profits, 
and since the sample was specially designed for this purpose, the results for 
this item are considered generally good. 


Items like sales, profits, and dividends paid, which are reported by a large 
number of companies each year, are considered to be quite accurate. An 
example of an item for which results are not very satisfactory is mortgage 
interest paid. Since only a relatively small number of corporations have 
mortgage debt, too few corporations reported this item to yield accurate 
results for industrial groups. However, estimates for all corporations combined 
should be fairly accurate. 


For the early years, however, results are not as accurate as those for later 
years due to the method which had to be used to select the sample. For all 
groups except manufacturing, companies were picked from a list of all 
corporations existing in 1946. This means that companies which existed 
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sometime during the period 1926-45, but were not in existence in 1946, had 
no opportunity of being selected, so that the estimates of the various items 
would be too low for these early years. Various sources of information, such as 
census figures of retail and wholesale sales, were used to estimate the resulting 
undercoverage, and to make necessary adjustments. 


Fortunately, it was possible to obtain a list of manufacturing 
corporations in existence in 1926 and to use it in selecting the sample for 
manufacturing, so that this group, which accounts for more than half of the 
profits of all corporations, needed no adjustment. 


The results of the corporation sample are used extensively in this 
publication. The industrial breakdown of Gross Domestic Product for the 
years 1926-44 is based on sample figures of profits, depletion, bond interest 
paid and received, and other items. The analysis of corporation profits and 
their disposition, for the years 1926-44, is also based on the sample. The 
sample has made possible the inclusion of estimates of bad debts, and has 
improved the reliability of estimates of business gross capital formation. 
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CHAPTER 8 


THE NON-RESIDENT SECTOR 


Introduction 


The income and outlay and capital finance accounts of the non-resident 
sector cover the transactions of the rest-of-the-world with Canadian residents. 
In this context, Canadian residents include persons, enterprises, and 
institutions which are normally resident in Canada. All international 
transactions taking place between the non-resident sector and the major 
sectors discussed in the preceding three chapters (persons and unincorporated 
business, corporate and government business enterprises, and the government 
sector) are summarized in the accounts of this sector. The basic concepts and 
principles underlying the inclusion and treatment of these international 
transactions in the National Income and Expenditure Accounts are discussed 
in Chapters 3 and 4. The present chapter elaborates more fully on this 
discussion, and provides specific comment on sources, methods, and some 
special aspects of these transactions. 


In all cases, the basic source of the estimates is the Canadian Balance of 
International Payments published by Statistics Canada.1 From 1940 through 
1948, certain modifications were necessary to this material to accord with the 
concepts and definitions in these Accounts. It may be noted that in the 
Canadian Balance of International Payments, Newfoundland has been treated 
as a part of Canada since the year 1940. This treatment was adopted to reflect 
the international financial relations which developed between the two 
countries during the war. However, since Newfoundland did not become 
politically a part of Canada until 1949, the Canadian Balance of International 
Payments material is adjusted in the period 1940-48 for purposes of these 
Accounts. Entries reflecting Newfoundland’s transactions with other countries 
are deducted from the appropriate items in the Canadian Balance of 
International Payments, and some estimates of Canada’s transactions with 
Newfoundland are added (see footnotes 3 and 7 to Table 60). In addition, 
during the war years, major adjustments were made to the Balance of 
Payments material to exclude from merchandise exports the value of 
shipments for mutual aid and military relief, and shipments made under the 
United Nations Relief and Rehabilitation Administration programs. These 
amounts were included in the Accounts under “government current 
expenditure on goods and services’’. 


The Structure of the Non-resident Sector’s Accounts 


The accounts of the non-resident sector (Tables 24-27 inclusive), are 
structured in the same way as the accounts of the three resident sectors of the 
economy. The income and outlay account (Tables 24 and 25) summarizes the 
current transactions of the non-resident sector with Canada. The income side 
of this account consists of receipts by non-residents from sales of goods and 
services to Canada, receipts of interest, dividends and miscellaneous investment 


! The Canadian Balance of International Payments and International Investment 
Position: A Description of Sources and Methods, Catalogue 67-506; and regular reports on 
the Canadian Baiance of International Payments, Catalogue 67-201. 
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income paid to non-residents by Canada, and receipts of current transfers of 
income from Canada. The outlay side includes payments by non-residents to 
Canada for goods and services purchased, payments of interest, dividends and 
miscellaneous investment income earned by Canadians, and payments 
representing current transfers. 


The surplus (or deficit) of non-residents on current transactions with 
Canada is carried into the capital finance account of the non-resident sector 
(Table 26). (A relatively small amount of capital transfers in the form of net 
inheritances and migrants’ funds is added — see footnote | of Table 4-4). The 
total represents a source of finance available for lending by non-residents to 
Canadians (or, where the total is negative, a requirement for borrowing by 
non-residents from Canada). 


Table 27 shows net lending to Canada by non-residents, or net borrowing 
from Canada by non-residents. As was noted in Chapter 4, in this system of 
accounts, a Canadian deficit (or a non-resident surplus) represents a net import 
of resources by Canada from abroad — a form of non-resident saving which 
becomes a source of financing for Canada’s gross capital formation. Its 
counterpart on the financial side is a corresponding amount of net borrowing 
by Canadians from abroad (or net lending by non-residents to Canada). A 
Canadian surplus (or a non-resident deficit), on the other hand, represents a 
net export of resources by Canada to abroad and constitutes a form of 
Canadian ‘“‘saving’’ which had been invested abroad. Its counterpart on the 
financial side is a corresponding amount of net lending by Canadians to 
non-residents. The way in which these transactions are related to total national 
saving and investment and to the capital finance transactions of the other 
sectors of the economy is described in Chapter 4 (see Table 4-4). 


Relationship Between National Accounts and Balance of Payments Data 


As was indicated earlier, the basic source of all of the estimates in this 
sector is the Canadian Balance of International Payments. Tables 8-1 and 8-2 
show the linkages between the Balance of Payments material and the estimates 
recorded in these Accounts. There are, in fact, two related areas in these 
Accounts where the recorded totals are derived from adjusted Balance of 
Payments data — total receipts and payments as entered in Tables 24 and 25; 
and total imports of goods and services and total exports of goods and services 
as entered in Table 2. 


In the current reports of the Balance of Payments, efforts have been 
made to strengthen the integration of the series with the Accounts, and to 
present the data in a way which permits the Accounts totals to be taken 
directly from the Balance of Payments publications, or to be derived with a 
minimum of adjustment.2 Thus, as shown in Table 8-1, imports and exports of 
goods and services as recorded in Table 2 of the Accounts are taken directly 
from the Balance of Payments report. Total receipts of non-residents from 
Canada, or total payments by non-residents to Canada, as recorded in Tables 


2 Except for the years 1940-1948 where special adjustments continue to be 
necessary, as described in this chapter. 
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24 and 25 of the Accounts, can be derived by making one additional 
adjustment, i.e., the addition of current transfer payments. This newly 
adopted presentation of the data greatly simplifies the steps required to move 
from Balance of Payments figures to the Accounts. For convenience of users 
needing to refer to earlier publications, the full set of adjustments required to 
move from the earlier Balance of Payments presentations to the National 
Accounts figures is set out in Table 8-2. 


Exports and Imports of Goods and Services 
as a Percentage of Gross National Product 
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TABLE 8-1. Relationship Between National Accounts and Balance of 
Payments Data as Currently Presented 


1961 1962 


millions of dollars 


Current payments for goods and services as per Balance of Pay- 
ments: ! 


Equals: 
iL. Imports of goods and services as per Table 2, line 17.......- 8,480 9,045 


Add: 
2. Current transfers paid by Canada to non-residents (official con- 
tributions, pensions paid abroad and personal and institutional 


remittances) Likes cas Sess cua eeUs dyoaet ota Ae yon ee 176 158 
Equals: 
3. Total receipts of non-residents from Canada as per Table 24, line 
be COREL ORAS. Natt pos hte MOEA SEARO eR Ca Gy Gio: ore 8,656 9,203 
Add: 
4. Capital transfers paid by Canada to non-residents (inheritances 
and emigrants’ fuids){ee sno ht oe) ge as © 176 7s 
Equals: 
5. Total current payments as per Balance of Payments! ........ 8,832 9,378 


Current receipts from goods and services as per Balance of Pay- 
ments: ! 


Equals: 
6. Exports of goods and services as per Table 2, line 16....... 7,624 8,234 


Add: 
7. Current transfers received by Canada from non-residents (person- 
al and institutional remittances, pensions received from abroad, 


and taxes transferred from non-residents)! ............ 176 190 
Equals: 
8. Total payments by non-residents to Canada as per Table 25 (line 
Szminus line: 7) cs = eaves eet tote ee he relate nte pent ne ene 7,800 8,424 
Add: 
9. Capital transfers received by Canada from non-residents (inheri- 
tances and immuerants tfunds\iiew ... 6. 6 «4-5 Be ee 104 124 
Equals: 
10. Total current receipts as per Balance of Payments! ......... 7,904 8,548 


! Source: Data as published in The Canadian Balance of International Payments 1971, Statistics 
Canada Catalogue 67-201. 


Total current payments by Canada to non-residents as recorded in the 
Balance of Payments consist of payments for merchandise imports — imports 
of “goods” — and payments on non-merchandise account covering a variety of 
“services” and transfer payments to non-residents. The non-merchandise 
payments include travel expenditures abroad, interest and dividend payments 
to non-residents, freight and shipping charges incurred by Canada on foreign 
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account, inheritances and emigrants’ funds paid abroad, official contributions, 
mutual aid to NATO countries,3 and a large variety of payments for business 
services such as professional and management services, patents, copyrights and 


3 In recent publications, this item has been excluded from both the payments and 
receipts side of the current account. 


TABLE 8-2. Relationship Between National Accounts and Balance of 
Payments Data as Formerly Presented 


1961 1962 


millions of dollars 


1. Total current payments, as per Balance of Payments! ......... 8,751 9,294 
Dome Merchandgisesimportsy abs, 44 acu hho een ese eee (5,716) (6,203) 
3a NOTE MCECH ARISE DAVIMNCNLS 4c. uc, vsis'oe oe ae cle tae ey a) aie (3,035) (3,091) 
Adjustments to yield totals in Table 24 (receipts of non-residents 
from Canada): 
Deduct: 
4. inheritances and emigrants’ funds... .. 2... 04..s2:5... — 176 —175 
ds Mutual aidtovNA LO countries... ele ee ea Bee = 3%) — 41 
Add: 
6. Investment income withheld for taxes............... 116 125 
Equals: 
Ue Total receipts of non-residents from Canada as per Tabie 24, 
line: Sete @uscstea sh tmene BR Aer CREED Bee BORIS Or oes 8,656 9,203 
Deduct: 
8. Current transfers paid by Canada to non-residents2 ....... — 176 — 158 
Equals: 
oa Imports of goods and services, as per Table 2, line 17 ...... 8,480 9,045 
10. Total current receipts as per Balance of Payments! .......... 7,823 8,464 
ie Merchandiseiexponts see mar. ack: pouch meee ek cae Buckley = Re (5,889) (6,387) 
(2 eee NON-INerchanGisereCeIptSaeen e-i-e aaa ker ise ues ie eon: (1,934) (2,077) 
Adjustments to yield totals in Table 25 (payments by non-residents 
to Canada): 
Deduct: 
3} InhentancessanGaniumicorants stuns se-memeee-enet ton ene — 104 — 124 
14. Mutualsaidaton NANO ICOUnETICS.-ae-t-eareneueie seer sincere — 35 — 4] 
Add: 
hese Withholding taxes received on investment income of non-resi- 
CLEMUS ean eer trad = Alfa. Sk dk Grebe coe phammnrewd fone 4a be 116 125) 
Equals: 
16. Total payments by non-residents to Canada as per Table 25 
(lines SsminUs line 7) eoscawe eeiles ten «Tol fero spade ation oh wine: oes s 7,800 8,424 
Deduct: 
ie Current transfers received by Canada from non-residents3 .. . — 176 — 190 
Equals: 
18. Exports of goods and services as per Table 2, line 16 ...... 7,624 8,234 


1 Data as published in The Canadian Balance of International Payments: A Compendium of Statis- 
tics from 1946 to 1965, Statistics Canada Catalogue 67-50S. 

2 Official contributions, pensions paid abroad, and personal and institutional remittances. 

3 Personal and institutional remittances, pensions received from abroad, and withholding taxes 
transferred from non-residents. 
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royalties, equipment rentals, and advertising and commissions. The relation- 
ship of the Balance of Payments figures to the National Accounts totals as 
currently developed — shown in Table 8-1, requires little explanation. The 
balance of this section refers mainly to Table 8-2. 


In the National Income and Expenditure Accounts, merchandise imports 
as recorded in the Balance of Payments are entered directly — there are no 
adjustments necessary to the merchandise import figures for purposes of these 
Accounts. All of the adjustments previously necessary and shown in Table 8-2 
relate to the non-merchandise side of the Balance of Payments. Thus, in line 4, 
inheritances and emigrants’ funds paid to abroad are deducted since these are 
transfers of a capital nature (representing accumulations of saving) and do not 
form a part of the current income and expenditure flows in these Accounts. 
Mutual aid to NATO countries (line 5) is also deducted, in order to balance the 
adjustment which is made on the export side (line 14), described below. That 
part of investment income earned by non-residents but withheld for taxes is 
added back in order to assign this item to earnings of non-resident factors of 
production, as described in Chapter 2. These adjustments to the basic Balance 
of Payments data as formerly presented yield the total shown in line 7 of 
Table 8-2, and in line 9 of Table 24, “total receipts of non-residents from 
Canada’”’. 


One further adjustment is necessary to yield the figure of “imports of 
goods and services” as shown in the Gross National Expenditure (Table 2). 
Current transfers paid by Canada to non-residents (i.e., official contributions, 
pensions paid abroad, and personal and institutional remittances) must be 
deducted (line 8) since they do not represent current earnings of foreign 
factors from the production and sale of goods and services. The resulting figure 
(line 9) is that which appears as “‘imports of goods and services” in the main 
Gross National Expenditure table. 


Total current receipts as recorded in the Balance of Payments are 
adjusted in an almost identical fashion. These receipts consist of merchandise 
exports — exports of “goods” — and receipts from non-merchandise 
transactions arising from exports of “services” and transfer payments from 
non-residents. The non-merchandise items include freight and shipping credits 
earned on Canadian account, travel expenditures of non-residents in Canada, 
interest and dividends received from abroad, inheritances and immigrants’ 
funds received from abroad, receipts for various types of business services, gold 
production available for export,4 and mutual aid to NATO countries.5 


The adjustments which are made to this basic Balance of Payments 
material apply only to non-merchandise receipts. Merchandise exports (exports 
of “‘goods’’) are entered directly in the Accounts without adjustment. In line 


4 Gold production available for export was treated as a current receipt in the Canadi- 
an Balance of Payments until 1968. The amounts involved were considered as non-mer- 
chandise receipts and reflected for the most part transfers of gold to the Exchange Fund 
Account, conceptually equivalent to an increase in Canada’s external assets. With the intro- 
duction of separate monetary and non-monetary markets for gold in March 1968, sales and 
purchases of non-monetary gold are treated in the normal way as a part of Canada’s 
merchandise trade. In the National Income and Expenditure Accounts, gold production is 
treated as part of the country’s current production whether the gold is exported or sold 
domestically. 

5 As noted earlier, this item has been excluded from both the receipts and payments 
side of the current account in recent publications. 
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13 of Table 8-2, inheritances and immigrants’ funds received from abroad are 
deducted since these are transfers of a capital nature and do not form a part of 
the income and expenditure flows in these Accounts. Mutual aid to NATO 
countries (line 14) is deducted, since the amounts represent shipments of 
goods and services which have already been counted as Canadian production 
under “government (defence) expenditure for goods and services’’, either in 
the current period or in some previous period. (As noted above, this 
adjustment is balanced by a corresponding entry on the import side. Since 
both exports of goods and services and imports of goods and services are 
adjusted by identical amounts, the entries are self-cancelling and the Gross 
National Expenditure is not affected). In addition, withholding taxes received 
on the investment income of non-residents is added back (line 15) in order to 
record the transfer (tax outlay) payment from non-residents to the Canadian 
government. The resulting figure (line 16 of Table 8-2) equals “total payments 
by non-residents to Canada’’, as recorded in Table 25 (line 8 minus line 7). 


An additional adjustment is needed to yield the figure of “‘exports of 
goods and services’’ shown in the Gross National Expenditure (Table 2). Thus, 
all current transfers received by Canada from non-residents are deducted (line 
17) since they do not represent current earnings of Canadian factors of 
production. Such transfer payments include personal and _ institutional 
remittances received from abroad, pensions received from abroad, and the tax 
(transfer) payment received from non-residents represented by the withholding 
taxes referred to above. The resulting figure (line 18) is that which appears in 
the Gross National Expenditure as “exports of goods and services’. 


Sources and Methods — General 


The development of Balance of Payments statements covering 
commercial and financial transactions between Canada and other countries 
goes back to the inter-war period and precedes by a good many years the 
development of National Income and Expenditure Accounts. These statements 
were in fact the first set of “national”? accounts to be developed as part of the 
framework now known as the “System of National Accounts”? which embraces 
the National Income and Expenditure Accounts, the Financial Flow Accounts, 
the Input-output Tables, and the Domestic Product by Industry Indexes. The 
Appendix to this chapter provides summary statements of Canada’s 
International Balance of Payments position on current and capital account for 
the years 1961 and 1962, and indicates the nature of the basic information 
which is presented in such statements. 


All of the information entering these statements is assembled in the 
Balance of Payments Division of Statistics Canada. A comprehensive 
description of the sources and methods employed in the preparation of the 
estimates is given in The Canadian Balance of International Payments and 
International Investment Position — A Description of Sources and Methods, 
Catalogue 67-506.6 The present discussion simply reviews briefly some of the 
nrincipal features of the data. 


6 An earlier report, now largely superseded, The Canadian Balance of International 
Payments, 1926 to 1948, (King’s Printer, Ottawa, 1949) contains useful background 
material on some of the earlier sources of information and statistical methods. 
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The merchandise figures in the Balance of Payments statements 
(merchandise exports and merchandise imports) are basically those obtained 
from Customs entries and published by the External Trade Division of 
Statistics Canada. Some adjustments to these figures are necessary in order to 
reflect more accurately their implications for the balance of payments. 
Essentially, the trade statistics cover physical movements of goods as they are 
reflected in Customsdocuments received in any period, whereas the Balance of 
Payments are intended to cover, with appropriate timing, all economic 
transactions between residents and non-residents with financial implications 
for the Balance of Payments. Such transactions are not always adequately 
reflected in the commodity flows covered in administrative documents. For 
example, progress payments on ships and aircraft are entered in the Balance of 
Payments as they are made during the construction period. Upon delivery, 
when these commodities appear in the Customs entries for tabulation in the 
trade totals, they are excluded from theBalance of Payments having already 
been counted at the time of payment. 


In general, the value of exports is taken to be the figure declared on the 
export entry, which is usually the actual amount received (converted where 
necessary to Canadian dollars) by the exporter. On the Customs entries, the 
exports should be valued “free on board point of shipment in Canada”’, i.e., 
exclusive of any costs of freight, insurance, taxes and handling incurred 
beyond the point in Canada from which the goods are consigned for 
export.7Included are domestice exports, i.e., exports of goods wholly produced 
in Canada and exports of previously imported goods which have been further 
processed in Canada: and re-exports, i.e., exports of previously imported goods 
which are exported in the same condition as that in which they were imported. 


The value stated on the invoices accompanying imports usually serves to 
determine the value of the goods for both Customs duty and Balance of 
Payments purposes. If the value is stated in a currency other than the Canadian 
dollar, the figure should be converted to Canadian dollars at the exchange rate 
prevailing on the day the invoice was drawn up. Imports are valued f.o.b. point 
of shipment in the foreign country.7 Covered are all goods imported whether 
cleared by Customs immediately on arrival in Canada or stored in bonded 
warehouses, including goods which subsequently may be exported. 


The estimates of non-merchandise transactions recorded in the Balance of 
Payments (see Appendix to this chapter) draw upon a wide range of source 
material. Included here are surveys of business firms (for payments and 
receipts relating to business services, and for data on investment income 
flows); records of border crossings and surveys of travellers’ expenditures (for 
information on travel expenditure); statistical information from the 
Department of Manpower and Immigration and correspondence with foreign 
governments (for estimates of migrants’ funds and inheritances); information 
reported by railway, shipping, air, truck and pipeline operators (for freight and 
shipping); information ‘on Canadian gold production and use (for gold 
production available for export (see footnote 4, page 248));:and many other 
sources of information. All of these sources of the basic data are described in 
greater detail in The Canadian Balance of International Payments and Interna- 
tional Investment Position — A Description of Sources and Methods referred 
to above. 


7 Transportation transactions affecting the balance of payments are not included in 
the totals of merchandise trade, but are mainly covered under the “freight and shipping” 
item in the non-merchandise account. 
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War-time Adjustments 


As was noted in Chapter 7, special capital outlays by foreign governments 
in Canada during the war years 1939-45 are included with gross fixed capital 
formation in these Accounts since such outlays added to the total stock of 
fixed capital in Canada. The amounts involved must therefore be omitted from 
“exports of goods and services” in the Gross National Expenditure. 
Adjustments have accordingly been made to the Balance of Payments data to 
eliminate from current receipts the amount of investment outlay by the 
United States Government in Canada in connection with the Alaska Highway 
and the Northern Staging Routes, and by the United Kingdom Government in 
connection with the expansion of plant facilities. 


In addition, particularly large adjustments have been made to the Balance 
of Payments data on current receipts in the years 1942-45 inclusive to 
eliminate amounts represented by shipments of mutual aid and military relief, 
and shipments under the United Nations Relief and Rehabilitation 
Administration programs. Since the merchandise exports involved in these 
shipments were financed by the Canadian government, it has been considered 
appropriate to show these amounts under “government current expenditure on 
goods and services” rather than with “‘exports of goods and services” (although 
this practice was not adopted with respect to later official contributions). The 
amounts involved are set out in footnote 3 of Table 60. 


The Income and Outlay Account — Income 
(Table 24 of Volume 1) 


This table shows the receipts of the non-resident sector arising from 
transactions on current account with Canada. The relationship between the 
Balance of Payments current account figures and the total of receipts of 
non-residents from Canada as given in this Table is shown in Tables 8-1 and 
8-2. A breakdown of these receipts by source is shown in Table 8-3. 


TABLE 8-3. Receipts of Non-residents from Canada 


1961 1962 


millions of dollars 


Receipts from sales of goods and services: 


Momusinessibable;24 a lincaly) meee ie eee Caer ee fo eenuieise 6,746 7,288 
ilowpersonsi(labler24 line) nara Cane cere coe acne 616 585 
Motcovernment Ghable:24—. lines>) me enema. ee ei ee 96 104 


Interest, dividends and miscellaneous investment income received: 
OMB USITeSSHG AOLei? hauls ret ase AU surat eae dmcy ts 882 922 


From: sovernmentw(lables24. liner)! jeu seeeeie Sinica cocks 140 146 
Current transfers: 

Bromypersons(bables24 lines6) saab see el deel an ee, Gud kg 99 99 

From government (Table 24, lines 7 and 8) ............. 77 59 


MOtAlTeCEID {Sica a aes res ince Saisie ts iwiers Susie. *  oeue site. e. 8,656 9,203 
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Receipts from Sales of Goods and Services to Business (Table 24, line 1) 


This component includes receipts from all sales of goods by non-residents 
to Canada (merchandise imports); the estimated business share of receipts 
from travel expenditures by Canadians abroad; receipts on freight and shipping 
account; and receipts from the provision of various business services, including 
royalties, patents, copyrights, and equipment rentals. The data are provided by 
the Balance of Payments Division of Statistics Canada. A breakdown of the 
estimate is shown in Table 8-4. The basic information on which the estimates 
are based is shown in the Appendix to this chapter. 


TABLE 8-4. Receipts from Sales of Goods and Services to Business 


1961 1962 


i 
millions of dollars 


Goods (Canada’s merchandise imports as per Balance of Payments) 5,716 6,203 
Mraveli(estinatedsbusinessishare) een eae ere 64 60 
Freight and shipping (as per Balance of Payments)........... 568 595 
Otherservices fe <nsaci s+ ake Ce cs Re ee, nen eo ea 398 430 

Totals... cos sztsoceghecks etre keh oe aes eC EE en ae 6,746 7,288 


Receipts from Sales of Goods and Services to Persons (Table 24, line 2) 


This component includes the personal share of travel expenditures by 
Canadians abroad, and payments of military pay and allowances to the 
Canadian Armed Forces stationed abroad. The breakdown is shown in Table 
8-5. 


TABLE 8-5. Receipts from Sales of Goods and Services to Persons 


1961 1962 


millions of dollars 


Pravel(personal share)i-5, eee cat Ce ES ee Sd ee ee ee 578 $45 
Militaryepaysand‘allowancesmemsy ns) oi teeen ain en en ee 38 40 
Totals Mss then suck c hee ken eyeael concn seertousten suGh acm onemsietaee nes 616 585 


Receipts from Sales of Goods and Services to Government (Table 24, line 3) 


This component covers a variety of payments from government to 
non-residents, including contributions and membership assessments in 
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international organizations, expenditures for Canadian government 
representation abroad, and military expenditures abroad of a service nature 
other than for military pay and allowances. (Official contributions and 
pensions paid abroad, which are treated as transfer payments, are not included 
in this component). During the war period, especially in 1944, these payments 
became very large, reflecting expenditures by the Canadian government to 
cover the cost of billeting and maintaining Canada’s Armed Forces overseas 
(see peak in non-merchandise imports in Chart 8-1). 


Interest, Dividends and Miscellaneous Investment Income received by 
Non-residents (Table 24, lines 4 and 5) 


The amounts shown here represent all payments of interest, dividends, 
and miscellaneous investment income by Canadian business and governments to 
the non-resident sector. Table 8-6 provides additional detail on the nature of 
these payments. All of the information is based on Balance of Payments 
sources. 


TABLE 8-6. Interest , Dividends and Miscellaneous Investment Income 
Received by Non-residents 


1961 1962 


millions of dollars 


Interest fromsbusinessae Peay sucd cpg chide inden stlew = artemis bs. suetems cs 119 128 
interestiinonmeovernments-pp ea ceck iene icici eek siete eemieno) aies 140 146 
Dividendsmtrombusinesstres eats oes ee oe eo eso tts 505 509 

Sub-totals, interest and dividends as per Balance of Payments. . . 764 783 
Withholdingataxcsterwemcaetmce et secte ka ote tote wie hte cte ian nailer cat eh 4a 116 12S 
MiscellaneousinvestmentancoOmicmeny-nmemsm- msi citrie oil rsn <u -tore) > 142 160 


Total interest, dividends, and miscellaneous investment income 1,022 1,068 


It may be noted that the total of this table ($1,022 million in 1961) is 
the same as the total of “interest and dividends paid abroad” shown in Tables 
4-2 and 43 of Chapter 4 as part of the adjustment required to move from 
Gross National Expenditure at Market Prices to Gross Domestic Product at 
Market Prices. The term “interest and dividends paid abroad’’ was used in 
these earlier Tables to denote all payments of investment income abroad, 
including withholding taxes and some elements of miscellaneous investment 
income not elsewhere classified (e.g., profits of insurance companies, and net 
rents paid abroad). 


8 Included here are the United Nations and its specialized agencies, the North 
Atlantic Treaty Organization, and the Organisation for Economic Co-operation and 
Development. 
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Current Transfers from Persons (Table 24, line 6) 

This component consists of personal and institutional remittances to 
non-residents from Canada. 
Current Transfers from Government (Table 24, lines 7 and 8) 

Current transfers from government consist of “official contributions” by 


Canada to non-residents, mainly for foreign aid and development assistance, 
and pensions paid abroad. The amounts in each case are given in Table 8-7. 


TABLE 8-7. Current Transfers from Government 


1961 1962 


millions of dollars 


Official contributions» < seid keseuhiets sol eaeee uel eee 56 36 
Other. (Pensions) ) sks Ceiacce eee a ra ee Dil 2 
Total current transfers from government ............-- * 77 59 


A special note may be in order on the “official contributions” 
component of this table. Canadian government expenditures abroad in the 
form of official contributions represent shipments or outlays for Canada’s 
economic and special aid programs. Included under economic aid are bilateral 
programs featuring the Colombo Plan, international food aid programs, and 
other schemes in aid of developing countries; and multilateral plans mostly 
under the aegis of the United Nations through its Special Fund, Expanded 
Program for Technical Assistance and Children’s Fund. Under the special aid 
programs, Canada has contributed to the relief and resettlement of refugees 
and to assistance for victims of natural disaster and of famine.? 


The Income and Outlay Account — Outlay 
‘(Table 25 of Volume 1) 


This table shows the payments by the non-resident sector to Canada 
arising from international transactions on current account. The relationship 
between the Balance of Payments current account figures, and the total of 


9 It may be noted that Canada’s contributions to Mutual Aid to NATO countries are 
in addition to the foregoing government expenditures which have been denoted as “official 
contributions’. Because of the special character of such military assistance, the amounts are 
not reflected in the current account balances in the Balance of Payments. Until recently, in 
Balance of Payments presentations, the amounts involved were entered on both the receipts 
and payments side of the current account statement. Thus, in Table 8-2, an adjustment is 
made to the basic Balance of Payments data on both the receipts and payments side to 
derive the appropriate figures for inclusion in the National Accounts. In more recent 
Balance of Payments publications, this item has been dropped entirely from both sides of 
the current account, and no adjustment for National Accounts purposes is necessary. 
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payments by non-residents to Canada (line 8 minus line 7 of Table 25) is 
shown in Table 8-1. A breakdown of these payments according to whether 
they are made for purchases of goods and services from Canada, for payments 
to Canada of interest, dividends and other forms of investment income, or 
simply as transfer payments, is given in Table 8-8. 


TABLE 8-8. Payments by Non-residents to Canada 


1961 1962 


1 


millions of dollars 


Purchases of goods and services from business (Table 25, line 1). . . 7,324 USS 
Interest, dividends, and miscellaneous investment income payments: 
TOT DISTNESS CES DSR) bebo bo Sa Boe doe Obes od es 216 210 
orGovermiments(hable 2oesliness) mememencm ice nares tee een 33 29 
sos Personsaihables2 5m line a) eae eee mame seem nce meen ee Si 58 
Current transfers: 
To government (withholding taxes) (Table 25, line 5) ....... 116 125 
shonpersonsa@able 25 line:6)) seeeeetey eee ene ee, eens eee 60 65 
EOtal WayMenes ce se cy ek cucu sa Haus). Shon <icencopteseh Oe ees Reema 7,800 8,424 
Surplus (—) or deficit (+) of Canada on current transactions with 
Non-residents: Ghable 255 lines) mene ene ae nen iene ele 856 779 
Granditotals (liable 5. line|8))-csvsreeees cee aera oo ieue 8,656 9,203 


Purchases of Goods and Services from Business (Table 25, line 1) 


This component includes payments for all purchases of goods by or on 
behalf of non-residents from Canada (Canadian merchandise exports); the total 
of non-residents’ expenditures for travel in Canada; payments on freight and 
shipping account; payments for the purchase of various business services, in- 
cluding royalties, patents, copyrights and equipment rentals; and gold available 
for export. The data are provided by the Balance of Payments Division of 
Statistics Canada. A breakdown of the estimates is shown in Table 8-9. The 
basic information on which the estimates are based is shown in the Appendix 
to this chapter. 


TABLE 8-9. Purchases of Goods and Services from Business 


1961 1962 


- | ~ millions of dollars 


Goods (Canada’s merchandise exports as per Balance of Payments) 5,889 6,387 
ihravellas pe balance Om bay tenes) eerie tetra ieeiunnte <usi) lols 482 $62 
Freight and shipping (as per Balance of Payments).......-.--- 486 509 
Othermsenvicess mere watts ees eee rep ic ee he as tation) Pole =o) care 305 324 
Gold available for export (as per Balance of Payments)! ....... 162 155 

WO ach Ge ce eS BS PS Ge g Gio ee oe 7,324 7,937 


1 See footnote 4 page 248. 
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Interest, Dividends and Miscellaneous Investment Income Payments by 
Non-residents (Table 25, lines 2, 3 and 4) 


The amounts shown here represent all payments of interest, dividends 
and miscellaneous investment income by non-residents to Canadian businesses, 
governments, and persons. Table 8-10 provides further detail on the 
nature of these payments. All of the information is based on Balance of 
Payments sources. 


TABLE 8-10. Interest, Dividends and Miscellaneous Investment 
Income Payments by Non-residents 


1961 1962 


“millions of dollars 


Intereststovbusiness) 2) aye yon a ae ee ae ee ea 4 4 
Interest toixsovernmentsp ena see nee nucleate acre ee et ee 33 29) 
Exchange fund “0 o.c oes aod. Feet ea cee ee 33 38 
Interest*to personstect <4 SIS Gee ss 2 eee alee eee o 9 
Dividends to business seve. se cues oe ee eon ee eee 92 WS 
Dividends to:persons~ =, Serre etek ieee el eee 42 49 

Sub-totals, interest and dividends as per Balance of Payments .. 213 202 
Miscellaneous inyestmentsnCom Cus eam ete ai cutee an 87 95 


Total interest, dividends and miscellaneous investment income 300 297 


It will be noted that the total of this Table ($300 million in 1961) is the 
same as the total of “interest and dividends received from abroad”’ shown in 
Tables 4-2 and 4-3 of Chapter 4 as part of the adjustment required to move 
from Gross National Expenditure at Market Prices to Gross Domestic Product 
at Market Prices. The term “‘interest and dividends received from abroad” is 
used in these earlier Tables to denote all receipts by Canada from non-residents 
of investment income, including miscellaneous investment income not 
elsewhere classified. 


Current Transfers to Government (Table 25, line 5) 


This component covers the payment of taxes by the non-resident sector 
to Canada. In these Accounts, the withholding tax on non-resident investment 
income is treated as though it were a transfer (tax outlay) from the 
non-resident sector to the Canadian government. 


Current Transfers to Persons (Table 25, line 6) 
This component includes payments of personal and _ institutional 


remittances by non-residents to Canada, and pensions paid to Canadian 
residents by non-resident governments, businesses and institutions. 
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Surplus (-) or Deficit (4) of Canada on Current Transactions with Non-residents 
(Table 25, line 7) 


This component of the non-resident sector’s income and outlay account 
is carried down to the capital finance account of the sector and becomes a 
source of finance for the sector’s net lending to (or borrowing from) Canada. 
The nature of this item, and its relationship to total national saving and 
investment and to the capital finance transactions of the other sectors of the 
economy is described earlier in this chapter and also (at greater length) in 
Chapter 4. 


The Capital Finance Account 
(Tables 26 and 27 of Volume 1) 


Sources of Saving (Table 26, lines 1 and 2) 


The non-resident sector as incorporated in the structure of these 
Accounts covers only transactions between Canada and the rest-of-the-world. 
There is no investment in physical assets (gross capital formation) undertaken 
by the non-resident sector on its own behalf in this system of Accounts. The 
contribution of the non-resident sector to the saving-investment flows in these 
Accounts is only as a source of saving for domestic investment activity (gross 
capital formation), as described in Chapter 4. The typical pattern is for the 
non-resident sector to be a net lender to Canada — that is, Canada runs a 
deficit (or the non-resident sector runs a surplus) on current international 
transactions (see Chart 8-1). There have, however, been times (as in 1970 and 
1971) when Canada has run a surplus (and the non-resident sector a deficit) 
which simply means that the roles are reversed, with the non-resident sector 
becoming a net borrower of resources from Canada. 


It needs to be emphasized that net lending or net borrowing as defined in 
these Accounts refers to the net physical use of goods and services and not to 
the financial flows which underlie them. (There is one special case which 
represents an exception to this generalization, described later). In other words, 
a Canadian deficit of $856 million with the rest-of-the-world in 1961 means 
that Canada has drawn on the physical resources (goods and services) produced 
by other countries to the extent of $856 million as a means of supplementing 
the resources made available from Canadian production for investment in gross 
capital formation. This is not the same as saying that Canada’s borrowings of 
financial resources in 1961 amounted to $856 million. As the Appendix to this 
chapter indicates, net capital movements into Canada in 1961 were $1,220 
million. The difference (allowing for adjustments for National Accounts 
definitions) shows up in the increase in official holdings of gold and foreign 
exchange and in the change in the net International Monetary Fund position. 


Table 8-11 shows the way in which saving, in the form of physical 
resources (goods and services) appropriated, was made available in 1961 and 
1962 from resident and non-resident sources. It may be noted that resources 
made available from Canadian production include resources related to 
foreign-owned factors of production in Canada. 


Table 8-12 shows the relationship between the saving made available from 
the non-resident sector in the form of physical resources as above, and the 
financial flows associated with it. 
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TABLE 8-11. Gross Capital Formation and Sources of Saving Flows 


a a RP a TY EE ES ES ET 


1961 1962 


millions of dollars 


Gross capital formation: 


Gross fixed:capital formation! <1.0-s-p-pome ite ko ee 8,392 8,885 
Value of physical'changeininventories 2022. 2.) ee 116 667 
Residuatierror/ofestimates + 2ef202.f2 2 2 Sas ee ce Pane — 142 126 

Totals\(Table:9; Volume)” \205 2 sc che, a one eons Be eons 8,366 9,678 


Source of saving: 


Resources made available from Canadian production ....... 7,368 9,024 
Net use (borrowing) of resources from abroad ........... 856 7179 
ResiduaWerroriof estimate a.m ccm teheoe sone coe eee 142 — 125 

Totals:(Fable;10, Volume:!)) 5.5 s)c cede. chen ce) sete 3 ete ote 8,366 9,678 


TABLE 8-12. Saving, Net Capital Movements and Official Balances 


a RR RR A A RRR RA 


1961 1962 


millions of dollars 


Net use (borrowing) of resources from abroad as defined in the 


NationalgAccounts (lable; 8-11) ey ae eee 856 779 
Adjustment back to Balance of Payments basis............. Uz Syl 
Current account deficit (Balance of Payments basis) ........ 928 830 
Total capital inflow (in short- and long-term forms) ........ 1220 984 

Increase in official holdings of gold and foreign exchange, and 
Olt 1S) aa ewe idee Nea es ky SRE teat onaucae Senha Sable Bae 292 154 


It may be noted that in Table 26 of Volume 1, an additional source 
of non-resident saving is shown, in the form of capital transfers consisting of 
net inheritances and migrants’ funds (line 2). This entry represents the only 
case in these Accounts where transfers of a capital nature are explicitly 
recorded. While these amounts represent a source of funds for lending to 
Canadians in a financial sense, they do not fit readily into the 
‘saving-investment identities described in Chapters 3 and 4, and in the foregoing 
discussion1® They are omitted in the consolidation of the capital finance 
accounts (Tables 10 and 11 of Volume 1) and in Table 4-4 of Chapter 4. 


Disposition of Saving (Table 27, line 1) 


Net lending to Canada by non-residents is taken simply as the sum of the 
two components recorded in Table 26 and discussed above. 


10 These saving-investment identities are based on definitions of production, 
consumption, and investment which are in the following relationship to one another: 

Production = Income 

Production = Consumption + Investment 

Income = Consumption + Saving 

Saving = Investment 
Since capital transfers in the form of net inheritances and migrants’ funds are outside the 
scope of the transactions underlying these equations, they cannot be fitted into the 
consolidated saving-investment tables. 


APPENDIX TO CHAPTER 8 
The Canadian Balance of International Payments 


Summary statements of the Canadian Balance of International Payments 
position on current and capital account for the years 1961 and 1962, as 
compiled by the Balance of Payments Division of Statistics Canada, are given 
in the following two tables. The first of these tables provides the data arranged 
in accordance with the presentation now followed in current Balance of 
Payments reports. The second table provides a statement of the Balance of 
Payments as it was formerly presented in earlier publications. The reader may 
wish to relate the basic source material from these two tables to the adjusted 
totals shown in Tables 8-1 and 8-2. 


TABLE I. The Canadian Balance of International Payments, 
as Currently presented ! 


1961 1962 


millions of dollars 


Summary of current account transactions 


LOtaliCUITENTETCCCIPtS eg cee oc eee EU tt ake Are ees 7,904 8,548 
MoOtalicurrentipayinen Smee hae ue ace Caen Peet men oe er mee 8,832 9,378 
Cursentaccountibalance esse ara ee eee tees ee — 928 — 830 


Goods and services: 


RECEIPES Ei ees arate aero eetse Seen oS al Men eee 7,624 8,234 
PayMentsi cytes usps keuca tise sae) COM Oe anaes ee ote es 8,480 9,045 
Balance semen car sen ee 1 fae ode Me Le siiste ashe cee MOM eae Dee ete — 856 — 811 


Merchandise trade: 


EXDORES Bue gerry ae eee cweeie ee curated nied od Aas oaks 2 Wal (ce 5,889 6,387 
TIN POLCSIeee eaten teat See IA Oa Pulm Cue ec Boag eh kta ihe 5,716 6,203 
BalanC@ wary: aps. sPeeeen Steed Pee eee ee a Alb Soh 173 184 


Service transactions: 


IRECETD (Sen geome eds deer ec etn ieee tone e Srcic dt et eto hays 0. ae 12735 1,847 

PaVATiCntStaeeey Sissy oae io Bn ee ee Lk eS ee 2,764 2,842 

Bal ane meee bet et acta an oP ee ete A Nas eect a ogee — 1,029 — 995 
Transfers: 

RCCCIDIS ere tet cece ert ga I ORR eee Ne SE ise os 280 314 

ORAS TRS Getstio: Cian, SAE es Bette ee ee Bo 333 

Balance ee shee ae Sass cae a es ee eee Bos Se. — 22 - 19 


See footnote(s) at end of table. 
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TABLE I. The Canadian Balance of International Payments, 
as Currently presented! — Concluded 


Eee ae 


1961 


1962 


Detail of service transactions 


Service receipts: 
Gold production available for export? ..........-....-.. 
TTAVelLP Laeuc Mee apa atten er Sch a Rohe oa he eee Noms Oe come aes een 


Freight andshipping: 22 4 a-ws each Ngee ees area eres 
Othersenvice: transactiOnsSay cca ceo eee eee nner 


otaliservicereceiptseu-s-eor-b ee nr nnn ena Renae 


Service payments: 
Travel is Gc ptschcos tease ie its. eee Pat ees yee 
Interestandidividendswira. 9 snes ee ee eee 
Freight’and ‘shipping? epeieee ee cee ait ey een ce ee 
Other serviceltransactions#e. ae.. -40 sistas ceeets he eh etm ore at tote 
Withholdingitaxes (3 te, ee ed eet een On nae 


Total setvicepaymicntsi.ca ss 1-00) oe shen re ee ae new meen 


Detail of transfers 


Transfer receipts: 
Personal and institutional remittances ................ 
Withholding taxes, cms tsn-utehey seca ice kn ieee ee ee 
Sub-totalsmicurrent transtersian aan aon mee aren ee 
Inheritances and migrants’ funds, capital transfers ........ 


Total transfer'receipts! 3)... 4. sue <eie ee «ee een eee 


Transfer payments: 
Personal and institutional remittances .....2......... 
Officialicontributionsie ayaa Lee ee ee 
Sub-totalsvcurrent transterspemen sien eat ena en me 
Inheritances and migrants’ funds, capital transfers ........ 


Total transfer payments ¥o5. 8:59 .eeens coh eee eee a ae 


Summary of capital transactions 


Net capital movement (excluding monetary items): 
Invlong-termiformen 1 eas 4 set ene tale eae) clear a 
In. short-tenal forms) eee. sete cme rte et ones, Sai re ee 


Total:capital inflows... A¢it cue iste. Sus en eee ie eee 


Balance'to: be settled ci ats es es ee PR act ee eB 
Allocation of Special Drawing Rights .................. 
Official monetary movements in the form of: 
Change in official international reserves... ............. 
Change in official monetary liabilities .........4...0.% 


1 Source: The Canadian Balance of International Payments, 1971, Statistics Canada, Catalogue 


‘67-201. 


2 After the first quarter 1968, transactions in non-monetary gold have been included with merchan- 


dise trade. 


millions of dollars 


162 
482 
PAVE 
486 
292 


735 


642 
764 
568 
674 
116 


2,764 


60 
116 
176 
104 


280 
120 

56 
176 
176 


352 


155 
562 
202 
509 
419 


1,847 


605 
783 
595 
734 
125 


2,842 


65 
TZ 
190 
124 


314 
AZ 

36 
158 
175 


333 
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TABLE II. The Canadian Balance of International Payments, 
as Formerly presented! 


a aa ee ae a ae hae e ee EEO Kee Ge gee fill Soro a ee cone ee 


1961 1962 
c, | millions of dollars 
Current receipts: 
Metchandisevex pours (adj Usted) meme memeaen inom enemies c neme ten. 5,889 6,387 
MutualliaidstosNAm@Orcountricsme ames eae cast re ens) see 35 41 
Goldiproductionvavallableionexponta erence Sn tices 162 155 
diraveexpendituiesmassmemen swe covets iets hotveoe feet eos ee ateanhe 482 562 
Interestvandidividends mwersers sese setae. areea ) o1 os cti-y ct ete ae 213 202 
Ereithtrandsship pingunanwee: earmeuee et: tient ustsicis he, miemeaee 2 486 509 
Inlrenttancesyandsimmiorantse fund Seu emenceeneemels st cone cen 104 124 
ANN CUNT? CUARONMETAEO NS” aig in Hm 6 ald bo oe Soalo oud ao. 6 cane 452 484 
hotalicurrent TECeIPtS Pe ecucwsncie sho terteticls eomcretiode) «i tette take Wpey23) 8,464 
Current payments: 
Merchandisesmpontsi(adjusted)in wae 4) tenets erence ener 5,716 6,203 
Pravcliexpenditurest peat s Reni cee atte Moe cii ous ey eek oe 642 605 
InteresteandiGivid end Smara sp wear Mame ecu ers ee as Up armrest 764 783 
Breightsandiship pind amare sens erase uae ohea cued ohame cen. 568 S25 
Inverters aml onmimminin MINIS 65% Ba SB oo vee boo eek oe 176 175 
Ofticiallcontributionsweemre meat ec eee teria wae Pore nec 56 36 
MutualtaiditosNATO@OIrcounthics ya steer. 2 elec) ene a meee 35 41 
AUBOtHerECULLCN Li payNentSie mee. sass se een) ole noes) nel ek 794 856 
Motalicurrent:pay ments usa eae see ule cones Nenleou seas er 8,751 9,294 
Current account balance: 
Merchandisentrade tan <a meycuen Aces o0 8 peg edo syle pey apni ute ewok a) Shas! + 184 
OPRermtLaNSa CtIOM Same een alter) Cokoe eect sto. car tony oie wel oh cates’ 7 — 1,045 — 978 
Officialicontrbutionsmersye: cecroree- as oi cteee role) cei) sia te) wins - 56 — 36 
VOtals ops, serene era hae SUN tee c tellcite tome. sly otteb ova veils) alls ce” lowe — 928 — 830 
Net capital movement (excluding monetary items shown below): 
J (roy OTSA WENN ON TROFEO 5. oor6 Ges hws Suave: dad. OC) Sere HIS olin odio ee 930 688 
Inkshort=term LOLs aimee eee en Red cade) ete a trnw Mtn. fot vcr sarees « 288 297 
MotalvcapitalintlOw seen women isin icin omN eM d sina iet elie ns 1,218 985 
Balancestorbe settled’ Basa 5, athens tree ieee. es cc es es 290 155 
Official monetary movements in the form of: 
Change in official holdings of gold and foreign exchange ..... 229 537 
Change in net International Monetary Fund Position ....... 61 — 378 
Other special international financial assistance ........... - - 4 
LOtalSmenee Pern eee sae an cat Re ashok’, cele sepiel & ai eg site 290 155 


oe ee ee 
1 Source: The Canadian Balance of International Payments: A Compendium of Statistics from 


1946 to 1965, Catalogue 67-505. 
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CHAPTER 9 


THE MEASUREMENT OF OUTPUT AT CONSTANT PRICES: VALUE, VOLUME, AND PRICE 


RELATIONSHIPS 


Introduction 


The estimates of Gross National Product discussed in the previous 
chapters, and the underlying income and expenditure flows, are expressed in 
current prices — that is, in the prices of the year to which the estimates refer. 
However, these value estimates of Gross National Product are the product of 
two interacting elements — changes in the prices at which goods and services 
are sold; and changes in the physical quantity (volume) of the goods and 
services sold. For many types of economic analysis it is essential to be able to 
decompose the value series into their underlying price and quantity 
constituents. The purpose of this chapter is to describe the procedures 
employed indisentangling the price and volume constituents. A_ brief 
introduction to this matter, outlining the basic principles involved, was given 
in Chapter 3. The present chapter provides a fuller discussion of the techniques 
underlying the separation of the volume and price components and describes 
the nature of the physical volume estimates and the associated price indexes. 


The basic objective is to obtain estimates of Gross National Product 
which express changes in the total physical volume of production, unaffected 
by what is happening to prices. As was indicated in Chapter 3, all sales of final 
product shown in Gross National Expenditure (Table 2 of Volume 1), are 
expressed in market prices. Since it is possible in the majority of cases to 
construct price indexes which reflect final prices paid in various markets, it 
also becomes possible to adjust the “value of sales’’ estimates as reflected in 
the Gross National Expenditure so as to eliminate the effects of changing 
prices. The resulting series, known as “deflated Gross National Product” or as 
“Gross National Product in constant prices”, provides a measure of the rate of 
change in the physical volume of goods and services produced, unaffected by 
the rate of price change in the economy. The estimates are shown in Table 6 of 
Volume 1. The associated “implicit price indexes” are given in Table 7 of 
Volume 1. 


These constant dollar Gross National Product estimates, which reflect 
changes in the physical volume of output, have many important uses. The rate 
of increase in the physical volume of goods and services produced is one of the 
primary determinants of the rate of job creation in the economy. It also 
indicates whether the economy is measuring up to its “potentials” or whether 
it is falling short of these potentials with a resultant “gap” developing between 
“actual”? and “potential’? Gross National Product (see Chart 1-1). The 
estimates provide the basis for determining how much of the value change in 
Gross National Product reflects the physical growth of the economy, and how 
much reflects price inflation (see Chart 9-1). They provide the basis for 
calculating the economy’s productivity performance — for estimating the rates 
of increase (or decline) in “output per unit of input’? — an indicator of 
performance or of the efficiency of resource use which is sometimes crudely 
approximated by reference to “changes in output per worker employed” (see 
Chart 9-2). The estimates are also essential to provide a view of changes in the 
living standards of Canadians, since they measure changes in the real physical 
volume of goods and services available to Canadians. They also provide the 
essential basis for determining long-term rates of economic growth. Since the 
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Two Approaches to the Measurement of Real Output 


As was indicated in Chapter 3, the value of economic production can be 
measured through three basic approaches: by summing up all incomes 
originating in production; by summing up all expenditures on final product; or 
by summing up the “net values added” of the various industries in the 
economy. Of these three approaches, only two — the expenditure on final 
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product and the value added approach — are amenable to estimation in 
constant dollars. The “‘sum of incomes” approach cannot be suitably “de- 
flated’”’ or expressed in constant dollar terms in a way which meaningfully 
reflects changes in the physical volume of output.! Only those economic 
constructs which are based on commodity or service flows are capable of being 
expressed in terms which reflect changes in quantity of output. Thus, in the 
National Income and Expenditure Accounts, the approach which is taken is to 
“deflate” the components of Gross National Expenditure with appropriate 
matching price indexes, involving the adjustment of almost three hundred 
sub-component series to eliminate the effects of price change. This “deflation 
of expenditure” approach is the principal subject matter which is taken up in 
this chapter. 


There is, however, a second approach to the measurement of real output 
which is employed in another, related area of the work of Statistics Canada. In 
the Domestic Product by Industry system (published by Statistics Canada in 
Catalogue 61-005, Indexes of Real Domestic Product by Industry), the basic 
approach which is taken is to sum up the “deflated net values added” by 
industry — in other words, to deflate the value of each industry’s gross output, 


subtract from it the deflated value of each industry’s material inputs, and sum. 


the results.2, This procedure is commonly known as the “double deflation” 
method. Theoretically, if it were carried out on the same conceptual basis as 
the deflation of the Gross National Expenditure, it should yield identical 
results, apart from statistical errors and discrepancies reflecting the use of 
different source material. However, the real product by industry estimates do 
employ a somewhat different conceptual basis. They are estimated on a factor 
cost basis of valuation, whereas Gross National Product is at market prices. 
And they measure Gross Domestic Product, not Gross National Product.4 The 
Appendix to this chapter shows the extent of the differences between the two 
sets of estimates for recent years. A further discussion of the real domestic 
product by industry estimates is given in Chapter 12, ‘““The System of National 
Accounts: Linkages from Income and Expenditure Accounts to Other Parts of 
the System”’. 


The remainder of this chapter deals with the approach employed to 
derive real output estimates in the National Income and Expenditure 
Accounts — the deflation of Gross National Expenditure. 


1 Estimates of changes in the real purchasing power of incomes can of course be 
obtained by deflating, say, Personal Disposable Income with the consumer price index. But 
this is a different concept from that involved in measuring changes in the volume of 
production. Changes in the physical volume of personal consumption — one of the major 
uses made of final output — cannot be measured by deflating income since not all income is 
spent; and that portion which is spent can only be adjusted to volume of expenditure terms 
when it is known what goods and services the income is spent on. 

2 The result is conceptually equivalent to value added (i.e., wages and salaries, profits, 
depreciation, etc.) at constant base-year prices. 


3 The difference between the factor cost and market price basis of valuation consists 
of indirect taxes less subsidies. The domestic product at factor cost concept provides a more 
suitable framework than Gross National Product at market prices for assembling industrial 
statistics. The industrial structure of real resource use is more clearly revealed if indirect 
taxes less subsidies are excluded from the calculations of output originating by industry. 
Also, there are a good many difficulties involved in assigning indirect taxes less subsidies to 
the industries on whose output the taxes are levied. 

4 The difference here consists of net interest and dividends paid abroad. 
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The Deflation of Gross National Expenditure 


The main object of the deflation process is to produce volume series in 
which quantities change from year to year while prices are held constant. To 
derive such volume series, each individual value series making up the Gross 
National Expenditure should be deflated with currently weighted price 
indexes, that is, price indexes whose quantity weights in any given year 
represent the distribution of expenditures within that year (i.e., Paasche-type 
price indexes). The sum of these deflated value (or constant dollar, volume) 
series equals deflated, or constant dollar, Gross National Expenditure. 
Algebraically, the relationships can be expressed in the following form: 


= QxPo == QxPx + a , where: 


Qx = current period quantities; 

Po = base year prices; 

QxPo = constant-price-weighted quantity aggregate (or constant dollar 
volume of output aggregate), Laspeyres type; 

Px = current period prices; 

QxPx = current period values; and 


pele Onc Ea, composite price index weighted with current quantity 
= PoQx weights, Paasche type. 


In actual practice, most of the price indexes available for carrying out the 
deflation are weighted with base-period quantity weights (Laspeyres-type 
indexes), in the form Toe The use of such indexes will introduce some 
inaccuracy into the deflation of the individual value series if the quantity 
expenditure patterns within the particular value series change substantially 
from the pattern of the base year, or if price movements of the various items 
of expenditure covered in the price index show widely disparate changes. This 
will frequently be the case in an economy in which relative quantities and 
relative prices are continually shifting,s but the problem can be reduced to 
minimal proportions if two steps are followed in the deflation process: 


(a) if the base-weighted price indexes are re-weighted periodically to 
reflect the changing composition of expenditures within the individual 
component series. This practice has in fact been followed in these Accounts, 
and the price indexes have been prepared on four quantity-weight bases, as 
follows: 6 


S So long as the relative quantities of the various items constituting an individual 
value series have changed in the same proportion, it is a matter of indifference whether the 
price indexes used to deflate them are base weighted or currently weighted. However, if 
changes in the relative quantities purchased within the group take place, and in addition, 
the relative prices of the items change, then there will be a difference in the constant dollar 
estimates depending on whether current or base weighted indexes are used. It is for this 
reason that the deflation is carried out in as much detail as possible, and that the price 
indexes are periodically re-weighted. 

6 It should be noted that the four distinct time periods involving separately prepared 
quantity weights are linked together at the overlap years and are on a 1961 time reference 
base (1961=100). 
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1935-39 weights for the period 1926-1947, 
1949 weights for the period 1947-1956, 
1957 weights for the period 1956-1961, 


1961 weights for the period 1961 and succeeding years. 


(b) if the deflation process is carried out at a sufficiently fine level of 
detail, to cover individual commodities or services, or relatively homogeneous 
groups of commodities or services, so that the scope for widely disparate price 
movements or significant shifts in expenditure patterns within individual 
component series is kept to a minimum. In these Accounts, the deflation 
process is carried out at a level of around 300 individual series. 


The first step in the deflation procedure, then, is to obtain a breakdown 
of the value series which make up the Gross National Expenditure into as fine 
a level of detail as possible. For example, personal expenditure on consumer 
goods and services is deflated in terms of some one hundred and forty separate - 
series such as men’s and boys’ clothing, women’s and children’s clothing, 
tobacco, fuel, and so on. The second step is to deflate each individual series 
with a price index that has been selected or constructed so that its commodity 
content and weighting pattern will correspond as closely as possible to that of 
the value data. Each individual series so deflated can be used to express the 
change in quantity from year to year in terms of constant prices. The third 
step is to sum up the deflated or constant dollar series, to derive the main 
totals of personal expenditure on consumer goods and services, government 
current expenditure on goods and services, gross fixed capital formation, and 
so on, all expressed in constant dollars. Gross National Expenditure in con- 
stant dollar terms, shown in Table 6 of Volume |, is arrived at by this summa- 
tion process. If the current dollar series at the aggregative level (as shown in 
Table 2 of Volume 1) are then divided by the constant dollars series at the 
aggregative level, the result will be a set of implicit price indexes which are 
currently weighted, as presented in Table of Volume 1.7 Thus, at the aggre- 
gative level, these procedures yield a set of constant dollar output indicators of 


. the Laspeyres type, and a set of currently weighted implicit price indexes of 


the Paasche type, both corresponding to the algebraic formulation set out in 
the preceding discussion. 


Table 9-1 provides an example of the deflation process for clothing, with 
each of the sub-series ‘““men’s and boys’ clothing” and “‘women’s and children’s 
clothing” being separately deflated with its own individual (base-weighted) 
price index. The constant dollar (quantity) series for all clothing is shown in 
line 8, being the sum of the two deflated sub-series. The implicit price index 
for all clothing (line 9) derived by dividing the sum of the value series for these 


7 The implicit price indexes of Gross National Expenditure and its major components 
derived in this way are currently weighted since they reflect changes in the pattern of 
quantities purchased among the 300 individual sub-series which have been separately 
deflated. In effect, the implicit deflators are currently weighted at the aggregative level, but 
incorporate fixed weighting within individual components. One of the purposes of deflating 
at a fine level of detail is to bring the results as close as possible to a currently weighted 
price index system at the major group level. 
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two items by the sum of the constant dollar series is a currently weighted 
composite price index, with the weights in each year reflecting the relative 
quantities of men’s and boys’ clothing and women’s and children’s clothing 
purchases in each year. 


TABLE 9-1. Deflation of Personal Expenditure on Clothing and 
Derivation of Implicit Price Index 


1961=100 
—__—__—__——————or ll eee 
1961 1966 1972 
$7000,000 
1. Men’s and boys’ clothing, current dollars 622 906 1,416 
Pa rriceimGgex, 196) =VO0e a6 a chee: 100.0 110.8 129.3 
3. Men’s and boys’ clothing, constant dol- 
farsi er) neon ecu eee ee oe 622 818 1,095 
4. Women’s and children’s clothing, current 
dollarsieke ws nan 5h 2h ee eee 1225) 1,627 2,658 
Seeecicenn de xem (9 Gil 11) 0) pemem ener ere 100.0 111.4 12522 
6. Women’s and children’s clothing, con- 
Stantdollacss(4))i-1(S)) no eee eee 12225 1,461 223 
7. Men’s, women’s and children’s clothing, 
‘ouimsrns Clo lees (se (GD) oe og o0G wee 1,847 WBE: 4,074 
8. Men’s, women’s and children’s clothing, 
constant (1961) dollars (3)+(6) ... 1,847 2,279 3,218 
9. Implicit price index, clothing 1961=100 
(iD) (GUY ater ace ot ec, ee Senet. Petter 100.0 NT sit 126.6 


The implicit quantity weights with which the implicit price index shown 
in line 9 is weighted are set out in Table 9-2. It will be noted that overthe time 
period involved, there was relatively little change in the proportion of men’s 
and boys’ clothing purchased or in the proportion of women’s and children’s 
clothing purchases. In other words, changes in patterns of expenditure over 
this time period will have had little effect on the movement of the implicit 
price index. 


TABLE 9-2. Implicit Quantity Weights attached to Implicit Price Index 


for Clothing 
1961 1966 1972 
r = 
Menisiandiboysaclotnine san weaenal siete 3397 35.9 34.0 
Women’s and children’s clothing ....... 66.3 64.1 66.0 
BL OLAS oiret as erekariee ome Si aust a tan'etn Sol ais 100.0 100.0 100.0 


A further example may help to illustrate the foregoing point. Since the 
current weights attaching to the implicit price index for clothing have shown 
relatively little change over time, the behaviour of the implicit price index in 


Vig 


this instance will differ only slightly from that of a composite price index 
prepared on the basis of fixed weights (i.e.,a Laspeyres-type index). Table 9-3 
shows the derivation of a composite fixed weight price index for clothing 
based on the pattern of expenditure which prevailed in 1961. There is very 
little difference in the movement of this index as compared with the currently 
weighted index in Table 9-1. 


TABLE 9-3. Fixed Weight Price Index for Clothing 


1961=100 


1. Men’s and boys’ clothing, price index 


LOGUSLOO: “sees Wat eee rae eae ie 100.0 12933 
2. (1) x 1961 value (1961 = $622 million) 622 804 
3. Women’s and children’s clothing, price 

indexs1 9G —T00 hee eee een 100.0 12522 
4. (3) x 1961 value (1961 = $1,225 mil- 

Lion), Se aes ee ee 1,534 
5. (2) + (4) sum of price index x 1961 

WEIPNt scp) cet A eee ee ee 2,338 


6. (S) + 1961 value ($1,847 million), fixed 
weight price index, clothing, 1961= 


oe to 6 Pre. 1S) 16" @ ely 0) “a ere 0 ois" ee) Ne) Fe’ 


The Price Indexes used in Deflation 


The deflation of the Gross National Expenditure in terms of almost 300 
individual series involves the use of a wide range of price information. In the 
majority of cases, the price indexes used in the deflation process are based on 
data which are collected and published regularly by Statistics Canada in the 

course of its reporting in the prices field. Thus, the Consumer Price Index and 

its components constitute a very important source of price information for the 
deflation of personal expenditure on consumer goods and services, a category 
which accounts for well over one-half of Gross National Expenditure. The 
Industry Selling Price Indexes and some Wholesale Price Indexes also 
constitute a major source of information, for the deflation of some parts of 
gross fixed capital formation and a portion of merchandise exports. Specially 
constructed price indexes, based on Trade of Canada value and volume data, 
Industry Selling Price Indexes, and United States wholesale price indexes, are 
used for delfating exports and imports of goods and services. Data on farm 
product prices, collected by the Agriculture Division of Statistics Canada, are 
employed in a number of areas. In some parts of the Accounts, where the 
value of output is measured essentially by the cost of the inputs, as in the case 
of government and non-profit institutions, the deflators are in effect indexes 
of wage and salary rates. In other instances, special price indexes have had to 
be developed to meet particular needs and problems in these areas. 
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The sources and methods employed in the deflation procedure, and the 
nature of the price indexes used, are described more fully later in this chapter, 
in connection with the discussion of the major components of Gross National 
Expenditure. However, a broad summary view of the principal sources of the 
information, and of its relative importance in the deflation process, is given in 


Table 9-4. 


TABLE 9-4. Relative Importance of Price Indexes used in Deflation of Gross 
National Expenditure 


Excluding Inventories and Residual Error 


Gross National Expenditure ex. inventories 
and error 


GOOdSAy Pawel ies ow are wh et aktey aie nae Boe cece 


Government current expenditures on goods 
and services 


BUSINESS Hausbr carremensl ellis Hise ta "otal inh aha) = 
Residential construction ......... 
Non-residential construction 
Machinery and equipment 


Exports of goods and services 


Of which: Merchandise 


Imports of goods and services 
Of which: Merchandise 


Per cent importance in terms of 1961 expenditure patterns! 


T T is 
Wholesale 
price 
ae index Earnings 
eee eS and Agricultural and Other 
Hefiatee Pade industry prices wage rate prices 
selling indexes 
price 
indexes 
a 
(1) (2) (3) (4) (5) (6) 
100.0 57.0 16.0 3.0 20.9 Sul 
100.0 82.6 = 5 8.7 8.2 
100.0 96.9 - 8 2.0 0.3 
100.0 58.3 0.1 - 20.2 21.4 
100.0 8.5 3:5 - 66.4 21.6 
100.0 iS 51.0 4.0 OS 24.2 
100.0 — | 393) — iif fa9? 42.9 
100.0 - SL) ~ 30.4 ae 
100.0 - 32.2 - 19.4 48.4 
100.0 - 100.0 - — ~ 
100.0 ino 53.8 5.0 19.8 L955 
100.0 _ Syiles) = 30.4 ee 
100.0 - 513 - 30.4 18.3 
100.0 5.6 58.0 14.4 - 22.0 
100.0 6.7 24.4 9.4 10.2 49.3 
100.0 - S17 1241 - 56.2 
— 100.02 _ = ~ — 5.8 — 94,2 
— 100.0 - - - - — 100.0 


1 Percentages indicate the extent to which a particular source of information on prices or costs is used to deflate the 
indicated expenditure category, based on 1961 quantity weights in implicit price deflators. 
2 Imports of goods and services and the associated implicit price indexes are entered as negative items in the Gross 
National Expenditure tables, since it is necessary to eliminate from total sales that part which represents the production of non- 


residents. 
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Year-to-Year Percentage Change in Output, Employment 
and Output per Worker Employed, 
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Problems in the Measurement of Real Output 


There are. a number of especially difficult conceptual and statistical 
problems associated with the measurement of real output. Not all of these can 
be resolved in a satisfactory manner, and partial solutions or conventions have 
usually had to be adopted. The user should be aware of the nature of these 
problems and the way in which they affect the constant dollar estimates. 
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In general, four main areas can be identified where particular difficulties 
are encountered, leading to obvious deficiencies in the measurements: 


the non-commercial area; 
non-standard products; 
quality change; and 


cyclical influences on prices. 


S574 =. 


The following section reviews briefly the types of problem associated 
with each one of these areas. 


(a) Measuring Output in the Non-commercial Area 


The services provided by governments and by private non-commercial 
institutions are not bought and sold in the market but are rendered to the 
community without charge. Since these services do not have a market price in 
the conventional sense, they cannot be valued by conventional methods. As 
Chapter 3 has pointed out, in these Accounts production of governments and 
non-profit organizations is defined as consisting of the services rendered by the 
employees of the organizations. And the value of this production is measured 
“at cost’? through the direct payments made to employees in the form of 
wages, salaries and supplementary labour income, and military pay and 
allowances. 


Since there is no conventionally determined measure of production in 
the non-commercial area to which a market price valuation can be attached, 
the problem of measuring the output in constant prices must also be handled 
in a special way. Constant dollar wages and salaries and military pay and 
allowances are derived by multiplying the number of employees in each case 
by average base year wages, salaries, or pay and allowances. This yields a 
constant dollar wage bill expressed in the “costs” or “‘prices”’ of the base year. 
Essentially, what this comes down to is that the change in the volume of 
output simply reflects the change in the total number of employees on the 
payroll.8 Thus, output per worker, or productivity, is assumed to remain 
constant in the government sector (and for non-profit institutions) under the 
conventions which have been adopted in these Accounts. While the treatment 
is not satisfactory, the conventions adopted are those which are generally 
followed in international practice. 


It may be noted that government expenditure on goods and services 
(both current and capital) in 1972 amounted to about 20% of Gross National 
Product, and that about one-half of this amount was made up of wage and 
salary payments which are deflated as described above. It has been calculated 
that, if an allowance were made in the government sector for a productivity 
improvement on the same scale as that which occurs in the commercial 
non-agricultural sector of the economy, the implicit price index of government 
expenditure on goods and services as currently calculated would be shown to 
have an upward bias amounting to about 1% per annum. Given the size of 
government expenditure on goods and services in the total GNP, an adjustment 
on this scale would have the effect of reducing the rate of rise in the implicit 
GNP price index by around 0.2% per year. This would imply a corresponding 
increase in the measurement of over-all economic growth and of total 
productivity gains.9 


8 An alternative way of arriving at the same result would be to “deflate’’ the wage 
and salary bill with an index of changes in rates of pay. The number of employees in each 
year times the prevailing rate of pay per employee in each year equals the total wage and 
salary bill over the period. If this total wage and salary bill were to be deflated with an 
index of changes in rates of pay, the resulting indicator would reflect changes in numbers of 
employees. 

9 Economic Council of Canada, Prices, Productivity and Employment, Third Annual 
Review, Queen’s Printer, Ottawa, 1966, p.86. 
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(b) Measuring the Output of Non-standard Products 


In some areas of the Accounts, the production consists of non-standard 
custom-built goods where the units of output vary widely over successive time 
periods, and where it is not possible to identify an end-product price for any 
standardized unit of output. This problem is particularly acute in the 
construction sector, which covers many vastly different types of structures and 
engineering works, the bulk of which are especially designed to meet a 
particular need. A closely similar situation applies in the field of military 
procurement — especially for ships, aircraft, tracked vehicles and various types 
of ordnance — where the products viewed over successive time periods are seen 
to vary widely in design or in the technology which they incorporate. There is 
no representative “unit of output’? which can be successfully priced over a 
continuous span of years. 


In the construction sector, which represents about two-thirds of total 
private and public investment and amounted (in 1972) to 15% of total Gross 
National Expenditure, there are no wholly adequate measures of price change. 
Prior to the most recent revision of the Accounts, the measures of price change 
in the construction sector were based for the most part, on changes in wage 
rates and building material costs.19 There is no direct way of preparing an 
index which will measure end-product prices for such a heterogeneous group 
of products as is covered in the construction sector — dams, harbours, 
apartment buildings, houses, shopping centres, factories, and many other kinds 
of structures and works. The practice of using indexes of labour and material 
costs to represent changes in end-product prices in construction meant that no 
allowance was being made for increases in productivity or for changes in profit 
margins and overhead costs. This in turn meant that the actual amount of price 
change in construction expenditures was being over-stated, and the physical 
volume of construction output (as well as productivity in construction) was 
being under-stated. 


In the present, most recent revision of the National Income and 
Expenditure Accounts, the input-cost price indexes for construction have been 
adjusted to allow for increases in productivity and changes in profit margins.! 1 
This adjustment can obviously only be made in approximate terms, but it goes 
some way to correcting what was previously a significant deficiency in the 
deflation process and in the measurement of output in the construction sector. 


In the area of defence procurement, the problem of deflating 
non-standard products is more intractable. Rapid technological advance and 
new types of weaponry have meant that changes in the cost of defence 
equipment can in no way be attributed to pure price factors. For example, a 
fighter aircraft purchased in 1972 is almost a totally different product from an 
aircraft purchased in 1955, embodying many more advanced technological 
features which should be counted as part of output. The increase in cost thus 


10 The single exception was the case of highway construction, where an index of 
actual bid prices for specific types of construction on contracts let had been developed. 

11 For an analysis of the adequacy of construction deflators see Economic Council of 
Canada, Prices, Productivity and Employment, Queen’s Printer, Ottawa, 1966. 
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embodies not only an increase in “price”? but also an increase in output. 
Meaningful price comparisons can only beobtained if the nature of the priced 
object remains relatively constant. 


This problem cannot be adequately dealt with in the deflation procedure. 
At present, the deflators for defence expenditure combine various material 
price indexes with average hourly earnings indexes, assuming that such 
composite price indexes represent a reasonable reflection of the movement of 
the pure price element embodied in defence equipment outlays. Apart from 
the war period, the amounts involved are not large in relation to Gross 
National Product. 


(c) The Problem of Quality Change 


It is generally accepted that over a period of time there is a general net 
improvement in the quality of goods and services produced, and that this 
improvement in quality contributes to the improvement of the nation’s living 
standards. Such quality improvements may take a great variety of forms — for 
example, an increase in the wearing capacity of a tire, an improvement in the 
performance characteristics of a radio, an increase in the output capacity of a 
generator, an increase in the strength and durability of a metal alloy — and 
many hundreds of other manifestations of constantly improving technology 
and advanced design. However, much of this quality improvement cannot be 
taken into account in the output measures as presently calculated. In spite of 
extensive theoretical discussion in the literature of national income 
accounting, little real progress has been made in resolving the many conceptual 
and practical problems involved in incorporating “‘costless’’ forms of quality 
improvement in the output estimates. 


The conventional way of allowing for quality change in the real output 
estimates is to include only quality changes that are reflected in changes in real 
input costs. In other words, if the price of a new model automobile of a 
particular make rises by 10% over the price of the old model but the cost of its 
production rises by 6% to cover certain improvements or additional features, 
the true price increase as reflected in the price indexes would be only 4%. 
Deflating with such a price index would produce an increase in output of 6%, 
being the estimated quality improvement as reflected by the cost of the 
additional inputs. 


In the price indexes produced by Statistics Canada, attempts are made to 
allow for such changes in the quality and performance characteristics of 
products insofar as these can be identified and measured in terms of 
market-based criteria. But no allowance is made for improvements in quality 
to the consumer or buyer that cannot be readily associated with changes in the 
price of the item or the cost of producing it. Many types of quality 
improvements that are continually taking place involve no increase in 
measurable cost at all and are often in fact accompanied by a decline in cost, 
as has been the case with radios over the past two decades. Since the price 
indexes are not adjusted (downward) to reflect such quality improvements, the 
measures of real output derived by deflating the value series with such indexes 
fail to capture quality improvements of this so-called “‘cost-free”’ type. 
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The deflation procedure, however, does take into account a special type 
of quality change which would not normally be reflected in direct 
measurements of physical production. This quality change results from the 
fact that groups of commodities, treated statistically as individual products, 
frequently change in composition. If the proportion of higher quality and 
more expensive automobiles purchased were higher in 1972, for example, than 
in 1962, the average quality of the group automobiles may be said to have 
increased and this would be reflected by a rise in its current dollar value. When 
this higher value is divided by an index of prices of specified individual autos, 
the quantity measurement will contain an increase on account of this 
improvement in group quality. 


(d) Cyclical Influences on Prices 


The current values of Gross National Expenditure should be deflated with 
price indexes which reflect the actual transaction price — the actual price 
paid for a good or a service. However, the price indexes may not always be a 
completely accurate reflection of changes in the prices actually paid. This is 
because, where the price indexes are based essentially on list prices, they may 
fail to reflect bargain sales and changes in the degree to which premiums and 
discounts are offered to promote sales during periods of economic slack. 
Consequently, during such periods, the value series may tend to be somewhat 
“over-deflated’’, with a resulting understatement of the real output 
measurements. Conversely, list prices may be below actual realized prices 
during highly inflationary boom periods, with the result that the value series 
would tend to be “under-deflated”. To the extent that this problem affects 
the deflation of Gross National Expenditure, the amplitude of cyclical swings 
in real output would tend to be exaggerated — over-stated on both the 
downward and upward side. The problem is not regarded as being of sufficient 
consequence to impair the analytical usefulness of the estimates in any 
significant way, but it does probably introduce some small degree of bias into 
the results. 


The Implicit Price Indexes 


The implicit price indexes of Gross National Expenditure and its 
components which are given in Table 7 of Volume 1 are essentially a 
by-product of the deflation process, but they have important uses in their own 
right. The overall implicit price index of Gross National Product (the G.N.P. or 
implicit price “‘deflator’’) is the most comprehensive of all the indicators 
available in Canada for measuring price change, since it covers the entire range 
of goods and services produced and sold in the economy (Chart 9-3). It is 
therefore used as a measure of price change taking place in the economy asa 
whole. Moreover, the fact that implicit price indexes are available for each of 
the main expenditure components of Gross National Product means that this 
set of indicators can be used to trace and identify pressure points among the 
principal areas of demand as they are seen to be associated with inflationary 
developments in the economy. 


There are, however, some points in connection with the use of the 
implicit price indexes which require explanation. The implicit price indexes are 
derived by dividing the current value series of Gross National Expenditure 
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Price Indexes of Gross National Product 
and Major Components 
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It should be noted that the implicit price index of government expenditure on goods and 
services reflects the arbitrary convention of fixed productivity in the government sector as 
described in the text. 


(given in Table 2 of Volume 1) by the deflated, constant (1961) dollar series 
(given in Table 6 of Volume 1). The resultant implicit price indexes (which are 
given in Table 7 of Volume 1) are currently weighted Paasche-type price 
indexes which reflect not only changes in prices from year to year, but also 
changes in the pattern of expenditure of the group to which they refer from 
year to year.!2 Tests have shown that, as a general rule, year-to-year changes 
in expenditure patterns are not sufficiently important to impair the use of the 
implicit price indexes for the analysis of price change. The year-to-year change 
in expenditure patterns usually has little effect on the movements of the 
indexes. However, it should be noted that major expenditure shifts have 
occasionally occured, with results which have affected the indexes in a 
significant way. For example, between 1954 and 1955, there was a shift from 
a small grain crop to a very large crop. This shift had the effect of dampening 
down the rise of the implicit GNP deflator in 1955; with the change in crop 
production between 1954 and 1955 excluded, the implicit price deflator 
would have recorded an increase more than 1 percentage point greater than 
that which it actually showed. This is not a typical situation, but it points up 
the fact that the implicit price deflators must be interpreted with some care. 
Within Statistics Canada, a “base-weighted”’ set of GNP price indexes is 
maintained as an internal check on the implicit deflators to ensure that if 
important weight shifts occur which affect the interpretation of the figures, 
they can be suitably “flagged”’ in the analysis accompanying the release of the 
data. 


It may be noted in Table 7 of Volume 1 that there is no implicit price 
deflator published for the “‘change in inventory” series. This is because the 
internal weighting within the inventory series consists of both positive and 


12 By contrast, a base-weighted, Laspeyres-type price index such as the Consumer 
Price Index is constructed so as to reflect the price change, from year to year, of a constant 
fixed (base-year weighted) “basket” of goods and services. 
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negative components (in contrast to the other expenditure components where 
the weights are all positive), and the resulting implicit price index for 
inventory change cannot be regarded as meaningful. In deriving the implicit 
price index for Gross National Product as a whole, of course, the inventory 
change component is incorporated in both the GNP value series and the GNP 
constant dollar series. 


Chart 9-3 shows the way in which the implicit price indexes of the main 
components of Gross National Expenditure tend to “‘disperse’” around the 
average for GNP as a whole. The implicit deflators for government current 
expenditure on goods and services, housing, non-residential construction, and 
government gross fixed capital formation all tend to rise faster than the overall 
GNP deflator.13 The implicit price indexes for personal expenditure on 
consumer goods and services, machinery and equipment, and imports and 
exports of goods and services all tend to rise more slowly than the overall GNP 
deflator. 


Linking the Series 


When constant dollar estimates are put on a new time-reference base, 
such as 1961 in the present historical revision, the entire constant dollar series 
from 1926 is not reweighted on the basis of 1961 prices. Although 1961 is the 
current time reference base for the entire span of years, four different sets of 
price weights are incorporated in the series, covering four different time 
segments. The results are linked together mechanically at the overlap years. 
The four weight bases reflect the prices of 1935-39, 1949, 1957 and 1961. The 
retention of the early price weights in the new constant dollar series is required 
in order that the price-weight base will best reflect the patterns of relative 
prices in the period for which it is used. 


As was noted earlier, the period from 1926 to date was deflated in four 
time segments — 1926-47, with prices based on 1935-39; 1947-56, with 1949 
prices; 1956-61, with 1957 prices; and 1961 and later years, with 1961 prices. 
The resulting constant dollar series are linked together at the level of the 
published components to a 1961 time-reference base by using the relation 
between the implicit price indexes in the years of overlap — for example, 
1947, 1956 and 1961, as illustrated in Table 9-5. As a result of the linking 
process, constant dollar Gross National Expenditure and its components retain 
the same year-to-year volume movements as was shown in each original 
series.14 For instance, volume movements for the period 1947-72 will be the 
same whether expressed in 1949, 1957 or 1961 constant dollars, since the 
weights are determined by the original base period prices. This linking process 


13 In particular, price increases in government current expenditure on goods and 
services have been much more rapid than for the economy as a whole or for other main 
components of Gross National Product. It may be recalled that output per worker, or 
productivity in this component of government expenditure is assumed to remain constant. 

14 Jt should be noted, however, that the statistical break in the series between 1946 
and 1947 described in Chapter 2 is carried over into the constant dollar series. Thus, while 
the linking process to convert to a 1961 time base yields the same year-to-year volume 
movements within the 1926-46 time segment as the initial 1935-39 based series, there is a 
discontinuity in the data between the years 1946 and 1947. 
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gives rise to adjusting entries, however, as the linked components will not add 
exactly to the Gross National Expenditure totals which are independently 
linked. These adjusting entries, shown in Table 6 of Volume 1, are primarily a 
function of differences in the price-weight-base structure at the year of 
overlap, reflected in the differences in final product shares in the particular 
year. 


TABLE 9-5. An Illustration of the Linking Process 


1947 1949 1956 1957 1961 1965 1972 


1. Gross National Expenditure in cur- 
rentidollarsizota «afore oko | te $’000,000 | 13,473 | 16,800 | 32,058 | 33,513 | 39,646 | 55,364 | 103,407 
2. Price Index, 1949=100 ........ 85.3 100.0 125.8 


3. Gross National Expenditure in Cons- 


tant 1949 dollars(1 +2) ..... $000,000 | 15,795 | 16,800 | 25,483 
4. Price Index, 1957=100 (linked back 
by ratio 73:8 times line 2)... 66.4 77.8 S7.Sel 100:0 pine L055) 
5. Gross National Expenditure in cons- 
tant 1957 dollars(1 +4) ..... $000,000 | 20,291 | 21,594 | 32,746 | 33,513 | 37,651 
6. Price Index, 1961=100 (linked back 
by ratio 499-0 times line 4) . . . 63.1 73.9°| 93.0 | 95.0} 100.0 | 1092) ) 51442 
7. Gross National Expenditure in cons- 
tant 1961 dollars(1 +6)! .... $000,000 | 21,366 | 22,735 | 34,474 | 35,283 | 39,646 | 50,685 | 71,722 
Summary: 


8. Index of Constant 1949 dollar 
GNE. (line 3) on time reference 
base: 1961=l00).= ana. eee 53.9 S7kS 87.0 

9. Index of Constant 1957 dollar 
GNE. (line 5) on time refer- 
ence base 1961=100 ...... $3.9 Si hes} 87.0 89.0 100.0 

10. Index of Constant 1961 dollar 
GNE. (line 7) on time refer- 
ence base 1961-100 ..:... | 53.9 


SES) 


1 Figures shown in Table 6 of Volume I. Slight differences between these figures and those yielded by the division of 
line 1 by line 6 are due to the fact that.in this table the decimal is only carried to one place. 


Share Analysis 


Users of constant dollar data should note that the constant dollar 
percentage shares of Gross National Expenditure for any given year will differ 
significantly depending upon the base year chosen for the price indexes with 
which the data are deflated. This is because the quantities incorporated in the 
constant dollar series are weighted with base-year prices, and between any two 
base years, the prices of some components will have risen more rapidly than 
others, resulting in a greater weight being given to the series with the more 
rapid price rise if a later base-year is used in the deflation. Thus, there is no 
“‘unique’’ share distribution of Gross National Expenditure in constant dollar 
terms. This will differ depending upon the different price-weights which are 
incorporated in different base-years (see Table 9-6). 


Sources and Methods 


The remainder of this chapter provides a more detailed description of the 
deflation of the main components of Gross National Expenditure and the 
nature of the price indexes used. 
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TABLE 9-6. Percentage Distribution of Gross National Expenditure 
for the Year 1961, expressed in the Prices of 
Three Different Base Years 


Percentage distribution 


In 1949 In 1957 In 1961 

prices prices prices 
PETSONAIEXPENGIULC Mame ne pera 68.4 65.3 65.4 
Government current expenditure....... 12.4 14.5 tS 
Gross fixed capital formation. ........ PsN pA Jalal 
ESXPOLtSipeaciaa Wome chess eek cue See laches 21.4 19.7 Wi 
Ii POLtSaeacas Lae teuce ene ee ee — 23.3 — 21.6 — 21.4 
INnventOnicspaiore. hacen See ca Ren yard 2 cus 0.4 0.4 0.3 
IResidualtertOtgmcgeas Perma ge st ye) — 0.4 — 0.4 — 0.3 
JNGHTUS UTES RT Goel Gece ole qo eng oral G temee — — - 
Total Gross National Expenditure .... 100.0 100.0 100.0 


Personal Expenditure on Consumer Goods and Services 


This component accounts for about 60% of Gross National Expenditure. 
In general, the quality of the deflation in this area is better than that of 
any other major component. A relatively large amount of price data is 
available for deflating this component, and these data can be matched quite 
accurately to the detail of the value estimates. 


The Consumer Price Index is the source of 80% of the price data used in 
the deflation of personal expenditure (see Table 9-4). Almost all the goods 
categories — 97% — are deflated with these final purchase prices. In the case of 
consumer outlays for services, about 60% of the estimate is deflated with 
consumer price indexes. Gaps in the coverage of service prices have been filled 
in part by using earnings and wage rate indexes, which apply to about 20% of 
the service estimate. In such cases, it is necessary to assume that changes in 
rates of pay of the employees producing the services reflect changes in the 
price component of service outlays. 


The number of expenditure categories for which constant dollar estimates 
of consumer spending are prepared is around 140, representing a doubling of 
the number of items deflated prior to the recent historical revision. While more 
complete price information for the current period became available from the 
1961 based Consumer Price Index, there is basically no new price information 
for the more remote historical period. 


Chart 9-4 shows the implicit price indexes of personal expenditure on 
consumer goods and services classified by durability of classes. It may be noted 
that the price of consumer durable goods has risen more slowly than average 
consumer prices, whereas the price of consumer services has risen much more 
rapidly than the average. This phenomenon reflects the inter action of a good 
many factors — the services sector covers a particularly heterogeneous range of 
activities — but it is probably at least partly related to relatively stronger rates 
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of productivity growth in the durable goods sector, and the relatively greater 
difficulty of achieving substantial economies of scale and specialization in the 
services sector. 


Price Indexes of Personal Expenditure 
on Consumer Goods and Services 


(1961=100) 
150 150 
Za 
a 
Za 
woe 
140 “a 140 
Services ae 
2 Total 
1=X@) La * Sa te 130 
Za as: SZ 
FN 7 
120 ee Ce 120 
Semi-Durable a SI Non-Durable 
Goods AGE Za Goods 
KO a 110 
—_— Durable Goods 
7 a al i. 
30 90 
1961 ‘62 ‘63 ‘64 ‘65 66 ‘67 ‘68 ‘69 "TAS tal Ge 


Government Current Expenditure on Goods and Services 


The deflation of government current expenditure on goods and services is 
essentially carried out in two broad segments: the wage and salary bill; and 
other government current (non-wage) expenditure. Wages and salaries in 
constant dollar terms are prepared by extrapolating the base year average wage 
or salary on the number of employees actively engaged in producing 
government goods and services.!5 The series are separately prepared by level 
of government. Data on federal, provincial and local government employment 
are collected by the Public Finance Division. Data on numbers of teachers 
employed in local school systems are collected by the Education, Science and 
Culture Division. The number of armed forces personnel is obtained from the 
Department of National Defence. Supplementary data on government 
employment is obtained from the Labour Division of Statistics Canada. 


Other government current (non-wage) expenditure is broken down into 
two parts: non-defence expenditures, and defence outlays. The non-defence 
portion is deflated using a base-weighted composite price index covering major 


15 Hospital and medical care services are now an important part of this total (see 
Chapter 6). 
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operating expenditures of governments — freight, postage, and telephones; 
utility expenses; office supplies and equipment; and building maintenance and 
repairs. The prices used in deflating these outlays are largely final purchase 
prices as incorporated in the Consumer Price Index — although some use is 
made of intermediate input prices in the form of Industry Selling Price 
Indexes. 


The deflation of government defence expenditure presents unusually 
difficult problems. In the first place, an object breakdown of these 
expenditures in the type of detail most appropriate for deflation is not 
available. In the second place, the problem of pricing individual products or 
commodities within defence expenditure is particularly troublesome. Changes 
in price can be measured readily if the nature of the priced object remains 
constant. For example, a bushel of number one northern wheat in 1972 is 
essentially unchanged from a bushel of that commodity in 1955. But 
commodities such as aircraft are constantly undergoing technological and 
structural changes so that an aircraft purchased today is not comparable to an 
aircraft purchased fifteen years earlier. Consequently, changes in the cost of 
these goods to the government cannot be regarded wholly as changes in their 
price. Because of these difficulties the present deflator for defence expenditure 
combines various material and average hourly earning indexes, with the 
implicit assumption that these prices move in the same way as do the prices of 
the final products. This matter was taken up earlier in this chapter in 
connection with the discussion of the measurement of output of non-standard 
products. 


Gross Fixed Capital Formation 


(a) Construction expenditures — As stated earlier, the prices used to 
deflate construction expenditures are generally of the input-cost type (material 
and labour costs) adjusted for changes in productivity and gross profit margins. 
This is the principal approach to the deflation of construction discussed in this 
section. It should be noted, however, that there are exceptions to this 
approach, and it may be useful to dispose of these at the outset. In the case of 
highway construction the price indexes employed in the deflation are based on 
units of construction work put in place, using actual bid prices on contracts 
let to indicate the movement of final product prices.!¢ In the case of electric 
utilities and railway construction, the price indexes used continue to be based 
on inputs of labour and materials, with no adjustment being made for changes 
in productivity and profit margins. In all other cases, the price indexes are 
calculated using input-cost type data with adjustments to incorporate 
estimated changes in productivity and gross profit margins. 


The data are deflated by three major types of construction activity — 
residential construction; non-residential construction; and other engineering 
construction. A breakdown of the labour, material, and gross profit margin 
shares in the value of construction expenditures for each one of these three 
categories is available annually from the Construction Division’s survey of 
Construction in Canada.!7 From these data, labour cost (wage-rate) indexes 


16 This is a substantial improvement over cost or “input-type” indexes for deflating, 
since variations in overhead costs and profits are reflected in the bid prices, as well as 
changes in technology. 

17 Construction in Canada, Statistics Canada Catalogue 64-201. 
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are prepared by dividing the wage and salary bill by the number of man-years 
worked. The material-cost price indexes are prepared from data collected by 
the Prices Division on residential and non-residential building material costs, 
and for other engineering construction, from specially weighted industry 
selling price indexes. The index of gross profit margins is taken as the ratio of 
gross profits to the total value of construction. These indexes of wage costs, 
material input prices and profit margins are combined on the basis of weights 
derived from the base year value breakdown (Construction in Canada) and 
adjusted to reflect the estimated change in productivity. The proxy 
productivity index is calculated by dividing deflated material inputs by the 
number of man-years worked, on the assumption that total real output moves 
in the same way as the real input of materials.!8 


Anexplicit adjustment to take account of changes in both productivity 
and gross profit margins in deflating construction outlays has been made in 
these Accounts only since 1957. For the period 1950-57, an explicit 
adjustment has been made for productivity only. The same price data are used 
for both the government and business share of construction outlays. 


(b) Machinery and equipment — The machinery and equipment: 


component of gross fixed capital formation is deflated with end-product prices 
based on the purchased cost of machinery and equipment by Canadian 
business and government. Since a high proportion of machinery and 
equipment (close to 50%) is imported, the price indexes are constructed so as 
to reflect the import content. The imported portion is priced with United 
States wholesale prices for machinery and equipment, adjusted for import 
duties and exchange rates. The price data are prepared in the Prices Division of 
Statistics Canada. 


The deflation of machinery and equipment expenditures is carried out in 
considerable detail — about 35 series in all — based on an industrial breakdown 
of machinery and equipment purchases derived from the survey of private and 
public investment undertaken by the Construction Division of Statistics 
Canada. The following main industrial groups are deflated annually only; for- 
estry; agriculture and fishing; mining; manufacturing; construction; trade 
(wholesale and retail); finance, insurance and real estate; non-government insti- 
tutional services; utilities; commercial services; and government. Within a num- 
ber of these broad industrial groups, the deflation is carried out in terms of 
detailed sub-components. Manufacturing, for example, is deflated in terms of 
eleven individual sub-groups covering various types of industrial machinery and 
equipment purchased by the manufacturing sector. 


Value of Physical Change in Inventories in Constant Dollars 


For purposes of converting the current dollar estimates into a constant 
dollar series, inventories are separated into two main sectors: farm inventories 


18 This productivity adjustment is based on a technique developed by D.C. Dacy and 
described in “‘A Price and Productivity Index for a Non-Homogeneous Product”, American 
Statistical Association Journal, June 1964, pp. 469-480. For a more complete discussion of 
the Canadian application of this technique, see P.S.K. Murty, ‘“‘Revised Price Indexes for 
Construction Expenditures for GNE Deflation”, Canadian Statistical Review, November 
1970. 
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and grain in commercial channels; and non-farm inventories. The deflation 
procedure for these two series differs because of the nature of the basic data. 


For farm inventories and grain in commercial channels, the constant 
dollar series is derived by valuing, in prices relevant to the base period chosen, 
the physical quantities of stocks. Data on prices, physical quantities of grain 
stocks held in inventory, and numbers of poultry and livestock are obtained 
from the Agriculture Division of Statistics Canada. The procedures in this area 
are therefore quite straightforward. 


The procedure for the conversion of non-farm inventories differs from 
the above because detail on physical quantities is not available. The informa- 
tion given consists of current dollar book values only, from which it is neces- 
sary to remove the effect of price changes relevant to the base period. 


The method of deflating book values of inventory holdings of non-farm 
inventories, and of calculating the year-to-year change in constant dollar book 
values is described in Chapter 7, in the discussion of the inventory valuation 
adjustment procedure. The relevant figure of the change in constant dollar 
non-farm inventory stocks is that obtained from Step 4 of the calculations set 
out in Table 7-6 of Chapter 7. 


Exports and Imports of Goods and Services 


Both exports of goods and services and imports of goods and services 
consist of two major groups of transactions: merchandise trade; and 
non-merchandise (invisibles or service) transactions. Each of these major 
categories is separately deflated. The deflation of merchandise trade is carried 
out at a level of detail consisting of about 35 sub-component groups for both 
merchandise exports and imports. 


Prior to this most recent revision of the Accounts, merchandise exports 
and merchandise imports were deflated, in large part, with unit value price 
indexes obtained by dividing the value of commodity exports (or imports) by 
the number of units sold, as recorded by the External Trade Division. Price 
indexes based on the specific pricing of commodities were available only in the 
case of end-products. It was known that the unit value price indexes were, in 
several respects, deficient from the point of view of the deflation 
requirements, but alternative deflators had not been developed. 


In this most recent revision of the Accounts, the objective has been to 
replace the unit value price indexes with more appropriate indexes based on 
specified pricing procedures. To this end, price data from the industry selling 
price indexes and from the general wholesale price index have been used to 
construct deflators for the export series, and price data from the United 
States’ wholesale price index from the U.S. Bureau of Labor Statistics 
(adjusted for exchange rates) have been used to construct deflators for the 
import series. Generally speaking, this type of pricing for deflation is to be 
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preferred to the use of unit value price indexes, but it has not been possible to 
adopt it for the entire historical series. The new pricing procedures apply only 
to the period beginning in 1961.19 


The unit value price indexes are thus still used rather generally in the 
deflation of the historical series and — to a much more limited extent — in the 
deflation of the more recent estimates. One of the principal deficiencies of 
these indexes is the fact that they reflect quantity weight shifts as well as 
changes in prices. If the content of the particular commodity group as 
classified for statistical purposes is completely homogeneous, the price index 
obtained by dividing the value of the commodity group by the number of 
units sold will measure pure price change. But if the content of the group is 
not homogeneous and the product mix changes, then the unit value price 
index will reflect quantity weight shifts as well as changes in prices. Thus, 
where several different grades or types of goods, grouped together for 
statistical classification purposes, undergo compositional shifts in the product 
mix toward the higher priced commodities, the average unit price for the 
group will register an increase although no price change has actually occurred. 
Using such a price index to deflate the value series will have the effect of 
under-stating the increase in volume. Another deficiency of unit value price. 
indexes is that increases in value which reflect higher production costs re- 
sulting from quality improvements or additional features show up as increases 
in the price of the commodity or commodity group. Such quality improve- 
ments should be reflected in the volume estimates, and they would be under 
adequate specific pricing procedures. 


The deflation of the components of exports and imports of services 
(invisibles) presents a variety of problems because there are no satisfactory 
ways of deflating income-type components. Interest and dividend payments 
are deflated with the implicit price index of merchandise exports, while inter- 
est and dividend receipts are deflated with the implicit price index of merchan- 
dise imports. 


Tourist expenditures abroad are deflated with indexes based on the prices 
of goods and services normally purchased by tourists. Prices of such types of 
Canadian goods and services are used to deflate tourist expenditures in Canada, 
while the prices of United States goods and services (after adjustment for 
changes in the exchange rate) are used to deflate tourist expenditures abroad. 


Other components of the services group are deflated with price indexes 
which have been constructed to approximate as closely as possible the price 
movements embodied in the value data. 


19 The new specified pricing procedures are basically designed to reflect the actual 
transaction prices at which particular commodities or groups of commodities are bought or 
sold. Thus, where the value of merchandise exports and imports are recorded in terms of 
actual transaction prices, the value and price data are appropriately matched. However, it 
should be noted that the value of merchandise exports and imports may in some instances 
reflect long-term contract prices rather than the actual transaction prices of the commodity 
moving in ordinary trade. In addition, inter-corporate transactions may take place at values 
which differ substantially from market prices. 


APPENDIX TO CHAPTER 9 


A Comparison of Year-to-year Changes in Deflated Gross National 
Expenditure with Changes in Real Domestic Product 
at Factor Cost 


_ During the 1960’s, there was a tendency for real output as measured by 
deflated Gross Domestic Product at Factor Cost to run somewhat ahead of real 
output as measured by deflated Gross National Product, but in recent years 
this tendency has been reversed. As was noted in Chapter 9, the definitional 
basis on which the two sets of estimates are prepared is not identical,2 and in 
addition, discrepancies can arise because of inadequacies in the basic source 
material which is substantially different in each case. The figures are compared 
in the following table: 


20 Deflated Gross. National Expenditure is at market prices and includes indirect 
taxes less subsidies. Real Gross Domestic Product is at factor cost and excludes indirect 
taxes less subsidies. Deflated Gross National Expenditure is on a “national” basis and 
excludes net interest and dividends paid abroad. Real Domestic Product is on a “domestic” 
basis and includes net interest and.dividends paid abroad. 


Year-to-year Percentage Change in Constant (1961) Dollar 
Gross National Expenditure at Market Prices 
and Real Domestic Product at Factor Cost 


Gross National Real Domestic Difference 
Expenditure Product (line 1 
in constant at factor cost minus 
(1961) dollars (1961=100) line 2) 
(1) (2) (3) 
NO G1=G 2 eee can Ce ey cS oon 6.8 7.0 — 0.2 
196 2-63:0.0e eae Been ies kid oe Si 5.8 — 0.6 
1963264 Fae ere seam ties, O51 UP — 0.5 
964-65 ode. 4G. Pies eine 6.7 WD — 0.5 
LOGS -6 Gta os Riek. ce 6.9 lee — 0.3 
19.66-Oilteer cere spice tees baridp else tes 353 3.4 — 0.1 
UD ONO 8c Sess, towsys ewes tas cbouce ce 5.8 5.8 - 
1968-69 Ware ang cee Ree eae 5,3) 6.0 — 0.7 
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CHAPTER 10 


INCOME AND PRODUCT BY INDUSTRY 


Introduction 


Tables 28 to 31 of Volume | constitute a group of tables which show the 
industrial origin of Gross Domestic Product at Factor Cost, and the main 
forms of factor incomes generated in each industry in the course of producing 
this product. In effect, Table 28 — Gross Domestic Product at Factor Cost by 
Industry — shows the “value-added” by each industry to the total value of the 
country’s production.!. The succeeding Tables (29-31) show the factor 
incomes originating in each industry as a result of this productive activity. It 
should be noted that the Tables are not fully additive since not all components 
of Gross Domestic Product are shown separately, notably capital consumption 
allowances and miscellaneous valuation adjustments, and the inventory 
valuation adjustment (Table 10-1). 


TABLE 10-1. Data on Income and Product Originating by Industry 
shown in Tables 28 to 31 of Volume 1 


OT 


1961 
4 
millions of dollars 
Wages, salaries and supplementary labour income (Table 29) ......... 21,009 
Profits and other investment income (Table 30) ................- 5,450 
Accrued net income of farm operators from farm production and net in- 
come of non-farm unincorporated business including rent (Table 31) 4,087 
Capital consumption allowances and miscellaneous valuation adjustments 
ENO SHOW) rere cake woe ee teers ee tees cu Pome tote ome me cee Top CH fo, 4,883 
Inventony, valuationadjustmenti(not-shown)ie- 2 secses sienen cere ee ce = — 41 
Gross Domestic Product at factor cost (Table 28).............. 35,3881 


1 To obtain Gross Domestic Product at market prices of $40,368 million, (Table 8 of Volume 1 — 
Consolidated Production Account), add indirect taxes less subsidies ($4,838 million) and residual error of 
estimate ($142 million). 


The industrial composition of Gross Domestic Product at Factor Cost is 
shown in Table 10-2. It will be observed that the concept of production 
used for this industrial distribution is domestic product since, as noted in 
Chapter 2, this is in general a more suitable concept for the assembly and 
analysis of industrial statistics (Gross Domestic Product deals with production 
originating within the country’s geographical boundaries).2 In addition, the 


1 It was observed in Chapter 3 that economic production could be measured in three 
ways — as the “sum of incomes” originating in each industry, as the “sum of net values 
added” by each industry, or as the ‘“‘sum of all sales to final users”. Table 28, which is 
constructed by assembling factor incomes and other costs on an industry of origin basis, can 
therefore also be viewed as showing the “value-added” by each industry to total 
production. 

2 Apart from providing a more logical basis for the assembly and classification of 
industrial statistics than national product, the use of the domestic product concept 
avoids the statistical problem of having to allocate net interest and dividends paid abroad by 
industrial origin. 
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concept of production used here is on a factor cost basis of valuation, 
reflecting the fact that the structure of resource use is more clearly revealed if 
indirect taxes less subsidies are excluded from the calculations of output 
originating by industry.3 


TABLE 10-2. Gross Domestic Product at Factor Cost by Industry! 


Percentage Percentage 
1961 aires 1972 a 
total total 
$’000,000 $’000,000 
Agriculture setae ca ae ee ey ok eee 1,498 4.2 3,025 Slee, 
HOTESILY: Goatees 388 Vel 683 0.7 
ishing andtrappinga- weer oie 74 0.2 143 0.2 
Mines, quarries and oil wells........ 1,398 4.0 3,279 3.6 
Manufacturine ge) -gyes nen ree 9,182 25.9 21,226 23a 
COnSEUCHON ge. t14. 6 ogee rear tence 2,090 5.9 5,819 6.3 
Transportation’. c. seme ene eee 2,449 6.9 5,447 5.9 
Stomagestetyes ene ere 94 Or 230 0.3 
Communication eau eee 899 DES 2,650 2.9 
Electric power, gas and water utilities . . 1,036 2.9 2,693 2.9 
Wholesale:trade:-). s OR . aeee 1,708 4.8 4,641 Sop 
Retailitradese) vans ieateotoe ae oreo 2,774 7.8 6,460 7.0 
Finance, insurance and real estate2... . 4,195 11.9 10,421 11.4 
Public administration and defence .... 2,511 Tell 6,913 WS 
Community, business and personal ser- 
VICES Merete an enn face ees ar etc) eee 5,092 14.4 18,086 SEF) 
Total Gross Domestic Product at fac- 
tOrcOstés se.) Cod RASS. Bete ne tee 35,388 100.0 91,716 100.0 


1 For a reconciliation between Gross National Product at market prices and Gross Domestic Pro- 
duct at factor cost, see Table 3 of Volume 1. 
2 Includes imputed net rent and depreciation on farm and non-farm owner-occupied dwellings. 


It will be seen from Table 10-2 that about one-quarter of the value of 
economic production measured in this way originates in the manufacturing 
industry. Agriculture accounts for only about 3% or 4% of the total value of 
production, with retail and wholesale trade accounting for around 12%, and 
transportation, storage and communication for almost 10%. The fastest 
growing industries have been those making up the community, business and 
personal service group (which includes hospital and medical care services, and 
education), which has increased its relative contribution to the value of 


3 Indirect taxes which are levied by governments with respect to purchases and sales 
of goods and services bear much more heavily on the products of some industries than on 
others, for example, they bear particularly heavily on the products of the tobacco industry 
and the alcoholic beverages industry. The relative share of an industry’s contribution to 
total production in terms of factor use is therefore more clearly depicted if indirect taxes 
less subsidies are excluded from the calculations. Apart from this, however, there are a good 
many difficulties involved in assigning indirect taxes, which are passed on through various 
stages of production, to the industries on whose output the taxes are levied. 
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production over the past decade from about 14% to close to 20%. In 1972, 
60% of the value of economic production originated in the “service” 
industries, compared with 56% a decade earlier.4 


The Nature of the Industrial Classification 


The industrial classification of Gross Domestic Product is designed to 
depict the structure of industry in the economy by grouping together all 
operating units (e.g., establishments or companies) according to whether they 
are engaged in the same or a similar kind of economic activity.5 In effect, it 
shows the way in which the Gross Domestic Product is produced by principal 
type of economic activity. In this context, the industrial grouping does not 
depend upon whether the activity is carried on by a government agency or by 
a business enterprise, or whether for profit or on a non-profit basis. An 
industry is defined for this purpose simply as a group of establishments or 
operating units whose activities have sufficient common characteristics that 
they may be usefully grouped together for analytical purposes. 


Thus, in Table 10-2, agriculture includes not only establishments engaged 
in commercial farming activity, but also experimental farms operated by 
federal or provincial governments, university farms, and institutional farms 
operated in connection with penitentiaries or religious orders.6 Forestry 
includes establishments engaged in forestry patrol, fire inspection, fire fighting, 
forest nurseries, reforestation and other forestry services whether conducted 
by government organizations or commercial enterprises. Fishing includes 
establishments engaged in operating fish hatcheries and fishery inspection and 
protection services, whether operated by government departments or not. 
Transportation includes government services incidental to air transport such as 
establishments engaged in the operation and maintenance of civil airports; 
government services incidental to water transport, such as the establishments 
engaged in the operation and maintenance of piers, docks, wharves and 
associated facilities; and government establishments providing services 
associated with the operation and maintenance of highways, bridges and 
tunnels.7 The community, business and personal service industry includes all 
government establishments engaged in education and in the delivery of 
hospital and medica! care services; in the sectoring system described in Chapter 
4 and in Chapter 6, the bulk of this type of activity would be classified to 
“seneral government’. 


Because so much of the activity which is classified to “general 
government” in the sectoring system is re-allocated and assigned to its related 
industrial group in the industrial distribution, the “‘public administration and 
defence”’ industry shown in Table 10-2 provides a very much truncated view of 
the full range of government activity. It includes only those establishments of 
government which clearly do not belong in any other branch of economic 


4 The “service” industries are here defined to include: transportation; storage; 
communication; wholesale trade; retail trade; finance, insurance and real estate; public 
administration and defence; and community, business and personal service. 

5 Standard Industrial Classification Manual, Revised 1970, Catalogue 12-501, p.7. 

6 It is not always possible to obtain complete statistics in all of these areas. 

7 An additional point should be made here. In the National Accounts, the Post Office 
is treated as a government business enterprise and not as part of “general government”’. In 
the industrial distribution, the Post Office is included in the communications industry. 
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activity, but which are essentially concerned with general administration, the 
internal service agencies of the public service, and defence, e.g., the enactment 
of legislation, law enforcement and administration, the collection of public 
revenues, and controlling the disbursement of public funds. Defence services 
maintained primarily for the protection of the state are in the same general 
category. The industrial classification of an establishment is thus not 
dependent on whether it is owned privately or publicly, or on whether it is 
organized on a commercial or a non-commercial basis. The classificatory 
system is based essentially on the concept of type of activity. 


Ownership and own-account occupancy of farm and non-farm dwellings 
is considered in the industrial distribution (as elsewhere in the Accounts) to be 
a form of economic activity, and imputed net rents and depreciation on 
owner-occupied dwellings are included with the finance, insurance and real 
estate industry. 


The Unit of Classification: Establishments, Companies and Enterprises 


To produce an industrial classification of Gross Domestic Product 
according to “type of activity”’ involved, the unit of classification should in 
principle be an operating entity which engages in only one type of economic 
activity. For statistical purposes, the smallest unit that is a separate operating 
entity capable of reporting all elements of basic industrial statistics is the 
“establishment”. Almost all establishments, of course, contain smaller 
subdivisions (departments) engaged in particular activities such as delivery or 
purchasing, but data cannot ordinarily be obtained which would make it 
possible to classify the activity of these smaller units separately. The 
establishment is usually engaged in only one major kind of activity, and since it 
is the smallest statistical unit capable of collecting all the essential elements of 
industrial statistics, it is the preferred unit of classification in the industrial 
distribution. Some establishments, however, are rather complex and engage in 
a number of activities. In such cases, the establishment is assigned wholly to 
the industry of its principal activity, and its total output is included in the 
measure of output for that industry. 


In the industrial distribution of Gross Domestic Product, the largest single 
component — wages, salaries, and supplementary labour income — is classified 
industrially on the basis of establishment data. Net income of non-farm 
unincorporated business is partly on an establishment basis; and accrued net 
income of farm operators from farm production is on an activity basis8 which 
is probably not too far removed in the majority of cases from the concept of 


the establishment. Other major elements of Gross Domestic Product which - 


cannot be obtained by establishment are corporation profits, corporate capital 
consumption allowances, and some elements of investment income. In these 
cases, the data are reported, not by individual establishments, but by the 
company (which may include one or more establishments), and the unit of 
classification must perforce be based on this broader statistical entity. 


8 For example, in the case of a farmer who operates a tourist business in addition to 
operating a farm, only the income from farming activity is recorded as income originating in 
agriculture. His other business income would ordinarily be recorded as income originating in 
the service industries. 
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A company as defined here results from a legal arrangement — a 
corporation, or some other form of organization such as a cooperative. Most 
companies consist of only one establishment, in which case the preferred 
principle of classification described above is not violated. But in a good many 
cases the company is made up of a number of establishments which may or 
may not be engaged in the same kind of economic activity — for example, a 
pulp and paper company may have establishments both in forestry (operations 
in the woods) and in manufacturing; a mining company may _ have 
establishments in mining (ore extraction) and in smelting and refining 
(manufacturing); a manufacturing company may have establishments operating 
both in manufacturing and in wholesale trade (manufacturers’ sales outlets). 
There are also many cases of more complicated arrangements than those 
discussed above. Ordinarily the profits, investment income, and capital 
consumption allowances of such multi-establishment organizations will be 
reported on a company basis, and these particular components of Gross 
Domestic Product have to be assigned to the industry in which the company is 
principally engaged, as determined by the industry that accounts for the 
principal share of its “‘census value added”.9 Thus it is possible, where a 
company is engaged in two or more activities, for the income from 
employment in the company (wages and salaries, reported on an establishment 
basis) to be assigned to two or more industries, but for profits and capital 
consumption allowances to be allocated to only one (the principal) industry. 
Obviously, these differences in classification give rise to some distortion in the 
industrial distribution of Gross Domestic Product but there is at present no 
alternative method of dealing with this problem. It is believed that the amount 
of this distortion is relatively small and that it does not seriously compromise 
the use of the industrial classification for the analysis of industrial 
structure and changes in industrial structure over time. 


A word should be said about the concept of the enterprise. An enterprise 
is a company or family of companies which, as a result of common ownership, 
are controlled or managed by the same interests. For statistical purposes, it is 
almost always possible to obtain financial data relating to the operations of 
multi-company enterprises on an individual company basis — and for each 
company to make much of the information relating to its particular operations 
available on an establishment basis. The existence of the enterprise as an 
Operating organization therefore does not introduce any new problems into 
the industrial classification of Gross Domestic Product beyond those which 
have always been present. 


Ownership Versus Use 


A basic question of where economic production originates is raised in the 
case of leased equipment and rented property.!° If a real estate operator, for 

9 “Census value added” is a concept developed from the Census of Manufactures as a 
measure of output applied to an establishment or to an industry. It is obtained by 
deducting from the value of gross output in a period, the value of materials used (including 
raw materials, processing and maintenance supplies, packaging materials and office 
supplies), the cost of light, heat and power, the cost of goods purchased for re-sale, and 
some service expenses (such as janitorial, custom processing, and others commonly incurred 
at the establishment level). 

10 For a discussion of this matter, see Gordon J. Garston and David A. Worton, 
Problems in the Estimation of Industry Output in Current and Constant Dollars in Canada, 
published in The Industrial Composition of Income and Product, Studies in Income and 
Wealth, Volume 32, National Bureau of Economic Research, New York, 1968. 
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example, rents a building to a group of retail establishments, present practices 
call for showing the net rents and capital consumption allowances as 
originating in the real estate, or owning industry. This practice, of course, 
reflects a practical reality — namely, that it is not ordinarily possible for the 
using industry to report data on capital consumption allowances and net rents. 
However, if a retail establishment owns the premises out of which it operates, 
the income originating (production) will be assigned to retail trade, or the 
using industry. (In this case, the using industry and the owning industry are 
the same). A case can be made that since renting is simply an alternative way 
of obtaining capital equipment for use in the production process, the net 
rental income from such capital and the associated capital consumption 
allowances should, in principle, be treated as originating in the using industry. 
This issue has not been resolved in an unambiguous way. As a practical matter, 
the production and income associated with leased equipment and rented 
property are at present assigned to the industry owning the assets. 


Imputations 


As was noted in Chapter 3, there are a number of instances in which an 
“imputation” is made in the National Income and Expenditure Accounts to 
include certain types of non-market activity which results in the production of 
useful goods and services. This imputed income must be allocated to the 
appropriate industry of origin in the industrial classification of Gross Domestic 
Product. Thus, imputed net rents (and capital consumption allowances) on 
owner-occupied housing are classified to the finance, insurance and real estate 
industry. Farm products consumed directly in farm households are assigned to 
Gross Domestic Product originating in agriculture. Food and lodging provided 
to employees in lieu of wages is allocated to the industry in which the 
particular “income in kind”’ originates. Depreciation on government fixed 
assets is allocated largely to three main industrial groups: public administration 
and defence (general government assets); community, business and personal 
service (primarily schools and hospitals); and electric power, gas, and water 
utilities (municipal water systems). All imputed banking services rendered 
without charge to persons and governments is shown as originating in finance, 
insurance and real estate. 


Revisions to the Standard Industrial Classification 


An industrial classification system for the organization of economic 
statistics should be designed to reflect the actual structure of industry at the 
time of its application. However, in a dynamic economy, this industrial 
structure is continually changing, reflecting the decline of some industries, the 


emergence of new industries, changes in technology, and re-alignments | 


resulting from industrial mergers and amalgamations. Accordingly, an 
industrial classification system needs to be revised periodically to take account 
of these new developments and to ensure that it continues to be relevant to 
current circumstances. 


The first edition of the Standard Industrial Classification Manual was 
published in 1948. A second, revised edition was published in 1960, and a 
third, revised edition in 1970. With few exceptions, the 1970 revisions are not 
reflected in the statistics presented in this report since such changes have not 
yet been fully incorporated into the basic data stream. Prior to the year 1948, 
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the classification system reflects the arrangements underlying the 1948 
Standard Industrial Classification. For years since 1948, the classification 
system reflects, for the most part, the arrangements underlying the 1960 
Standard Industrial Classification, although some differences exist among 
series in the span of years covered by the two systems, reflecting the fact that 
the 1960 classification could not be uniformly implemented for all series. 


Sources and Methods 


Most of the components of Gross Domestic Product at Factor Cost are 
built up from industry data in the first instance, and no special allocative 
procedures are required to derive the industry estimates. Thus, wages, salaries, 
and supplementary labour income, net incomes of farm and non-farm 
unincorporated businesses, corporation profits, and capital consumption 
allowances are essentially built up by assembling data on an industry- 
by-industry basis. The sources and methods underlying the preparation of 
these estimates have been described in earlier chapters of this report. In the 
case of some categories of investment income, such as net bond and mortgage 
interest paid by industry (i.e., interest paid less received) and miscellaneous 
elements of investment income, separate estimates on an industry-by-industry 
basis have had to be developed. 
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CHAPTER 11 


INCOME AND PRODUCT BY REGION 


Introduction 


Tables 35 to 42 inclusive of Volume | show provincial! breakdowns of 
Personal Income, Personal Income per Person, Disposable Income, and the 
principal component estimates which make up these basic aggregates. This 
group of tables constitutes the only regionally oriented information presented 
in the National Income and Expenditure Accounts. All of the other 
information in the Accounts deals with country-wide aggregates which 
embrace, in the broadest geographical sense, the entire nation — with some of 
the information presented on a national product basis and some of it ona 
domestic product basis.2 Thus, it is the nation as a whole, and not its 
geographical components, around which most of the information appearing in 
the National Income and Expenditure Accounts is organized. 


There have been frequent requests that Statistics Canada develop and 
publish on a regular basis official estimates of Gross Provincial Product. Such 
estimates might be viewed as constituting a first step in moving toward a more 
fully integrated set of regional economic accounts. This matter is now being 
pursued further and estimates are presently being developed by Statistics 
Canada in collaboration with provincial statistical authorities. 


Heretofore, Statistics Canada had not attempted to develop direct 
estimates of Gross Provincial Product, partly because there were conceptual 
issues in this area which had not been fully resolved, partly because in some 
cases the requisite data to make well rounded estimates were not available, and 
partly because it was felt that the resources of the central statistical agency 
might be more effectively employed in developing a regional data base which 
would permit the provinces to undertake their own estimates with a greater 
degree of flexibility in responding to their individual needs. The provinces 
themselves have in fact carried out a good deal of developmental work in this 
field, and considerable progress has been made. A number of the provinces 
now prepare estimates of Gross Provincial Product to meet their particular 
needs. However, the bases on which the various provincial estimates are 
prepared tend to differ fairly widely from province to province, and it is 
desirable to have such provincial estimates fully integrated with the official 
national aggregates as they appear in the National Income and Expenditure 
Accounts. 


In this latest revision of the Accounts, a new consolidated production 
account (Gross Domestic Product at Market Prices) has been created which 
provides a comprehensive measure of production originating within the 
geographical boundaries of Canada, and which constitutes an overall reference 


! Including estimates for the Yukon and Northwest Territories. 

2 As noted elsewhere, domestic product includes all production arising within the 
strictly geographical boundaries of Canada. National product includes some production 
originating in other countries as a result of Canadian factors of production located abroad 
(interest and dividends received from abroad), and similarly excludes some production 
originating in Canada as a result of non-resident factors of production located in Canada 
(interest and dividends paid abroad). 
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framework within which estimates of Gross Provincial Product could be 
coherently related. The concept of domestic product appears to be more 
suitable than national product for the purpose of developing provincial 
estimates of production. This is because the domestic product measure reflects 
the output of factors of production located in each province, irrespective of 
the province of ownership of the means of production. The domestic concept 
is thus geared to the physical location of the resources and not to the province 
of residence of the legal owners of the resources (national concept) which 
would be much more difficult to implement statistically. In addition, the 
domestic product concept yields a more suitable figure to use with provincial 
employment data, since the production measure would dovetail directly with 
the employed labour force used to produce it. 


It may be noted that although Statistics Canada does not prepare official 
estimates of Gross Provincial Product, approximately 75% of the data which 
are used in preparing the published estimates of Personal Income by province 
(e.g., labour income and net income of unincorporated businesses) are 
common to both Gross Domestic Product by province and Personal Income by 
province.3 


The following section discusses briefly some of the problems which arise 
in constructing estimates of Gross Provincial Product. The discussion is not 
exhaustive, but is designed simply to indicate some of the special areas of 
difficulty. The balance of the chapter then deals with the regional 
distributions of Personal and Disposable Income published by Statistics 
Canada. 


Problems in Developing Estimates of Gross Provincial Product 


There are three potential methods by which one might approach the 
measurement of Gross Domestic Product by province: 


(a) the net value added by industry approach; 
(b) the expenditure approach; and 
(c) the income approach. 


The first of these, net value added by industry, involves the 
measurement, province by province, of the net value added to production by 
each industry located within the geographical boundaries of the province. 
Essentially, this method involves obtaining the total gross value of production 
of all establishments located within the provincial boundaries and deducting 
from this the value of goods and services purchased from other industries, so 
that the net value added in the production process by the particular 
establishment is obtained. At the present time, Statistics Canada publishes a 
set of data in its reports, Survey of Production, Catalogue 61-202, which covers 
the net value added4 of all of the commodity-producing industries in each 


3 This calculation is based on some experimental work which was carried out at 
Statistics Canada in 1960 and which is described in an unpublished working paper, 
Provincial Allocation of National Accounts Aggregates. 

4 The figures are not truly an unduplicated measure of output, since some purchased 
services, such as advertising, legal, and repair expenditures, cannot be identified and 
deducted from the gross value of output. 
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province. However, all of the service producing industries, covering over 
one-half of the total economy, are omitted from this survey, and 
no comprehensive information on the net value added to production in the 
service industries within each province is available. 


The expenditure approach, similar to that employed in calculating the 
figures of Gross National Expenditure for the National Accounts, provides a 
second potential approach to the measurement of production by province. 
However, again there are difficulties in the way of developing provincial data 
through this approach, mainly the absence of information on interprovincial 
exports and imports of goods and services. For example, goods imported from 
Ontario by Saskatchewan would appear in consumer expenditure, inventory 
changes, and fixed capital investment of Saskatchewan; these would have to be 
deducted in order to get at the amount of Saskatchewan’s output contained in 
the total expenditure data of that province. At the same time, any exports 
shipped from Saskatchewan to other provinces would have to be added back, 
as these form a part of Saskatchewan’s production of goods and services. At 
the national level, a large administrative apparatus exists through which move- 
ments of goods and services across national boundaries can be recorded. At the 
provincial level, no such arrangements exist. While this is the main statistical 
gap, there are other elements on the expenditure side which are not readily 
available on a provincial basis, for example, federal government expenditure on 
goods and services. 


A third approach to the measurement of production by province would 
be to break down the income components of Gross Domestic Product on a 
province-by-province basis. However, this method too has its drawbacks. The 
problem here is principally a question of how to allocate the financial data of 
large-scale firms whose activities cut across more than one province. For 
example, in what province or provinces do the profits of national 
transportation systems — air carriers, national railways, and ships — originate? 
How does one allocate capital consumption allowances on trans-national 
operations? These are simply examples of some of the problems which arise in 
attempting to break down income-type estimates on a province-by-province 
basis. 


There are, of course, ways of circumventing these difficulties by 
developing new sources of data, by using information on related activities to 
break down national totals into provincial components, or by making fairly 
arbitrary allocations based on some rule of thumb. Future work in the area of 
developing nationally integrated estimates of Gross Provincial Product will 
obviously have to be heavily focussed on the resolution of such problems. 


The remainder of this chapter describes the provincial breakdowns of 
Personal and Disposable Income, with the bulk of the discussion centered 
around underlying sources and methods. 


5 There are, of course, a number of surveys carried out by Statistics Canada which 
yield information on particular aspects of the operations of selected service industries on a 
province-by-province basis, but the material is not usually available in a form which would 
permit the calculation of net value added estimates. 
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Personal and Disposable Income by Province 
(Tables 35 to 42 of Volume 1) 


Personal Income is defined in Chapter 3 as the sum of all incomes 
received by persons resident in Canada irrespective of whether these incomes 
represent factor earnings of persons from current production or whether they 
are received as unrequited current transfers of inccme from the government 
and other sectors. The provincial breakdown of the Personal Income aggregate 
is shown in Table 35 of Volume 1, and the provincial breakdowns of the 
principal component estimates which make up this aggregate are given in 
Tables 38 to 42 inclusive. Table 36 shows Personal Income per person by 
province, and Table 37 shows Personal Disposable Income by province. 
Personal Disposable Income is defined simply as Personal Income less personal 
direct taxes and other current transfers to government from persons. 


“a TABLE 11-1. Personal Income, Geographical Distribution 
1961 1972 
Millions Per cent Millions Per cent 
of of of of 
dollars total dollars total 
INewLoundlan denne tne 440 1.5 310 1.6 
Prince Paward: Island. sweag<e ewes ane 102 0.3 276 0.4 
INOWaeScotiad tarahhs 21 Alt ner 946 3.1 2,375 2.9 
New Brlnswickig ty iis anv esa 671 2 1,793 2.2 
Quebec: Ser eNt Aa ee ee, 7,828 26.0 20,350 24.9 
OREN OM earns etic eee 12,187 40.5 33,835 41.3 
Manta Banik os ets) 5 dogcBtan gt vices 1,436 4.8 37551 4.3 
Saskatchewvaniann aa ee cere ee 1,084 3.6 2,719 3.3 
Alberta aig. cs atest eur tebe: sehen aes BNO Wee) 6,217 7.6 
British Columbia war uae nen aan 3,091 10.3 9,164 11-2 
Yukon and Northwest Territories ... . 59 0.2 188 0.2 
FOTEISMICOUNTTIES wees 1) ents eee 61 0.2 i 0.1 
otal: Canada ges. neie ls cousin enone 30,104 


It will be seen from Table 11-1 that about 40% of all Personal 
Income received in Canada is received by persons resident in Ontario, and 
about one-quarter of the total is received by persons resident in Quebec. These 
of course are the two most populous provinces, and it is to be expected that 
their share of total Personal Income will be much greater than that of the 
other less heavily populated regions of the country. 


Ole 


TABLE 11-2. Personal Income per Person, Geographical Distribution 


1961 Gaye 
Fe Per cent Per cent 

Dollars ae a Dollars Cae aa 

average! average! 
iINewioundland eeaeeewt pas eae. See 961 58.2 2,462 65.7 
Princesbdwardalsland a e-erie nacre eis O71 58.8 2,442 65.1 
INOVASSCOLlde ois ae eae eS 1,284 717.8 299M 79.8 
NEW BRUSH 6 be 8 olan 6 ob 6 oe Oe 15122 68.0 DS) 74.5 
QOUCHDECHE Ce Ech aera ener. 1,488 90.1 3,359 89.6 
Ontarioueewere ecu ca kee eal aka oes 1,954 118.4 4,324 ile} 
Manito baten sais cpea clay hes. Sone ey {| 6985 7/ 94.3 3,580 95.5 
Saskatchewatluy wage ses coeeeeucu ouews 1,172 71.0 2,968 IBA 
Alberta epowrascr chai rcstaust oie ances es 1,651 100.0 3,756 100.2 
Britishi@olumbiaaeeeeeree i aera 1,897 114.9 4,078 108.7 
Yukon and Northwest Territories... . . 1595) 96.6 3,418 91.1 


1 These ratios tend to move rather irregularly over time and small changes from one period to the 
next should not be considered to be significant. In addition, events such as a bumper crop, or a crop 
failure, in the Prairie provinces can have a substantial effect on the ratios. 


A useful and different perspective on regional distributions of income is 
obtained when the figures of Personal Income per person are compared on a 
province-by-province basis, as is done in Table 11-2. Here it can ve seen 
that Ontario’s per capita income, as well as that of the province of British 
Columbia, tend to run substantially above the all-Canada average, while per 
capita income in almost all the other provinces is below the Canadian average, 
sometimes very substantially below it. Such figures are of interest in forming 
a view of the extent and location of regional income disparities existing across 
the country, and of the relative income generating capabilities of the various 
regions. 6 


Sources and Methods 


The concluding section of this chapter deals with the sources and 
methods underlying the provincial breakdowns of the various component 
estimates which make up the Personal and Disposable Income totals. 


6 It should be noted that Personal Income per person figures by province are not 
accurate reflections of differences in the ‘“‘welfare” of the inhabitants of the various prov- 
inces. The price structure differs substantially across the country with respect to many 
items which enter the cost of living. In addition, the age-structure of the population is not 
uniform across the country, and patterns of expenditure and needs vary according to the 
age distribution of the population. 
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Wages, Salaries and Supplementary Labour Income (Table 38 of Volume 1) 


Since 1961, about 82% of the total of wages and salaries has been derived 
on a province-by-province basis from relatively comprehensive annual or 
monthly surveys of payments made on labour account. The sources and 
methods used in preparing these estimates are described in Chapter 5S. 
Industries included in this category are: agriculture; forestry; fishing and 
trapping; mines, quarries and oil wells; manufacturing; construction; bus, 
urban and pipeline transportation; storage; radio and television broadcasting 
and telephone communications; electric power, gas and water utilities; retail 
and wholesale trade;community and business services including education and 
hospitals; and provincial and local government administration. Approximately 
14% of the total is distributed by province using partial-coverage monthly (and 
sometimes quarterly) employment and payroll data. In this group are air, 
water and rail transportation; telegraph, cable and post office communication; 
finance, insurance and real estate; and federal government admininistration. 
The partial-coverage monthly employment and payroll data are obtained from 
the establishment survey of larger firms, published in Employment, Earnings 
and Hours, Catalogue 72-002, while the quarterly data used are published in 
Federal Government Employment, Catalogue 72-004. The remaining 4% of 


wages and salaries is distributed using decennial census data. Industries in this ~ 


group include truck and taxicab transportation; welfare and religious organiza- 
tions; and domestic services. 


With regard to supplementary labour income, employers’ contributions to 
private pension funds and employee welfare funds are estimated provincially 
by distributing the national totals in proportion to wages and salaries paid in 
each province. This is done separately for each of several industries. Estimates 
of employers’ contributions to the unemployment insurance fund by province 
are based on a sample of the number of persons insured, conducted at a certain 
month of each year. Employers’ contributions to Workmen’s Compensation 
Board funds are based on provincial government accounting statements. 
Employers’ contributions to the Canada Pension Plan by province are obtained 
from the Department of National Revenue. 


Wherever possible, methods of estimation similar to those described 
above are also used to derive provincial breakdowns for the period 1938 to 
1960 inclusive. However, survey and payroll data are not available for some 
industries in the earlier years, and in these cases the allocation is made on the 
basis of employment reported. 


Estimates for the years 1926 to 1937 ere obtained by interpolation using 
1921 and 1931 decennial census data and 1938 statistics obtained from the 
sources outlined above. 


Military Pay and Allowances (Not shown explicitly in Tables 35-42) 


For the years from 1946 to the present, the provincial allocation of 
military pay and allowances is based on data supplied by the Department of 
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National Defence. For the years 1940 to 1945, navy and air force pay and 
allowances are distributed on the basis of provincial enlistment figures; army 
pay and allowances by province for the same period were supplied by the 
Department of National Defence. Provincial allocations of military pay and 
allowances for the period 1926 to 1939 inclusive are based on data for the 
year 1940. 


Net Income Received by Farm Operators from Farm Production (Table 39 of 
Volume 1) 


Provincial data on farm cash receipts, income in kind, farm-held 
inventory change, and farm expenses are estimated annually for each province 
by the Agriculture Division of Statistics Canada. These data are then adjusted 
to conform to National Accounts concepts, to yield a provincial classification 
of net income received by farm operators from farm production. 


Net Income of Non-farm Unincorporated Business, including Kent (Table 40 
of Volume |) 


Provincial distributions of net incomes in non-farm unincorporated 
business are made separately for each industry. For fishing, hunting and 
trapping, synthetic operating accounts are constructed for each province from 
data available within Statistics Canada. Expenses are deducted from gross 
revenue to yield net income. 


Beginning with 1946, data on net unincorporated business income from 
Taxation Statistics are used to obtain provincial breakdowns of net income in: 
construction; transportation; wholesale trade; and finance, insurance and real 
estate. Prior to 1946, the provincial allocations in these industries were based 
on information from decennial censuses and the Report of the Royal 
Commission on Dominion-Provincial Relations.7 


Decennial census data, in conjunction with surveys, are used for the 
provincial allocation of the net incomesof certain professional groups. Since 
the late 1950’s, data from the Department of National Health and Welfare 
have provided the basis for the provincial distribution of the net incomes of 
doctors and dentists. Decennial census data are used for the mining and 
personal service industry. For the remaining industries, such as retail trade and 
manufacturing, estimates are based on information on sales and production 
derived from annual censuses of industry, income tax tabulations, and 
operating results surveys. 


Provincial breakdowns of net rents received by persons (which are 
included with net income of non-farm unincorporated business) are obtained 
from a variety of sources. Net farm rents received by persons are obtained on 
a provincial basis from the Agriculture Division of Statistics Canada. From 
1926 to 1937, net non-farm rents are distributed on the basis of information 
from the Report of the Royal Commission on Dominion-Provincial Relations. 
From 1938 on, gross non-farm residential rents are obtained by multiplying 


7 King’s Printer, Ottawa, 1940. 
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the number of dwellings in each province by the average rent per dwelling. The 
Canada average ratio of net rents to gross rents is used to derive net rents by 
province. Net non-farm non-residential rents received by persons are based on 
information published in Taxation Statistics. 


Interest, Dividends and Miscellaneous Investment Income of Persons (Table 41 
of Volume 1) 


Since 1970, interest income of persons from chartered bank deposits, 
savings bank deposits, and trust company deposits has been allocated on a 
province-by-province basis using the provincial distribution of bank interest 
received by persons as reported annually in Taxation Statistics.For prior years, 
Taxation Statistics was also the source of the information, but for these years 
the allocation was based on the provincial distribution of both bank and bond 
interest received, since bank interest was not reported separately. 


Deposit interest (and imputed interest), paid by credit unions has been 
allocated by province since 1965 on the basis of information contained in the 
publication Credit Unions, Catalogue 61-209. For earlier years, information in 
the Department of Agriculture publication, Credit Unions in Canada, was used. 


Since 1946, the provincial distribution of mortgage interest received by 
persons, as reported annually in Taxation Statistics, is used to allocate mortgage 
interest on a province-by-province basis. For earlier years, information on 
the provincial distribution of mortgage holdings by insurance and trust 
companies is used as the basis of the allocation, on the assumption that the 
relative distribution of private mortgage holdings would tend to change in 
much the same way. 


Since 1970, bond interest received by persons is allocated by province on 
the basis of the provincial distribution of bond interest received by persons as 
reported annually in Taxation Statistics. For prior years, the allocation is 
based on the provincial distribution of both bank and bond interest as 
reported annually in Taxation Statistics. 


Imputed interest “‘paid”’ by financial institutions (except credit unions) is 
allocated by province on the basis of the provincial distribution of total 
cheques cashed against individual deposit, savings, and personal chequing 
accounts. 


Interest on government annuities, and investment income of life 
insurance companies and fraternal societies, are distributed, since 1936, on the 
basis of the amount of insurance in force by province, as shown in the reports 
of the Superintendent of Insurance. The percentage distribution for earlier 
years is assumed to be the same as for the year 1936. 


Investment income of trusteed pension plans and profits and interest of 
mutual non-life insurance companies are pro-rated on the basis of the 
distribution of the total of the above items. 


Canadian dividends received by Canadians are distributed, since 1946, on 
the basis of the amount of gross dividends received by persons as reported 
annually in Taxation Statistics. From 1926 to 1940, they are allocated on the 
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basis of information contained in the Report of the Royal Commission on 
Dominion-Provincial Relations. Interpolations are employed for the years 
1941-45. 


Bond interest and dividends received by persons from non-residents have 
been allocated by province since 1963, on the basis of the amount of foreign 
investment income received by persons as reported annually in Taxation 
Statistics. Prior to 1963, the national totals are allocated on the basis of the 
provincial distribution of gross dividends received by persons. 


Government Transfer Payments to Persons (Table 42 of Volume 1) 


Most federal transfer payments are distributed by province on the basis of 
the records of the various federal departments and agencies administering 
these payments, such as the Departments of National Health and Welfare, 
Veterans’ Affairs, Manpower and Immigration, and the Unemployment 
Insurance Commission. 


Information on provincial government transfer payments is obtained 
from provincial public accounts. Transfer payments from local governments 
are distributed, from 1951 to the present, using the basic source data 
employed in the construction of the annual estimates; for the years 1926 to 
1950 inclusive, local government transfer payments are distributed in the same 
proportion as the corresponding provincial government transfer payments. 


Current Transfers from Corporations and Non-residents (Not shown explicitly 
in Tables 35-42) 


These amounts are allocated by province on the basis of the population 
of the various provinces. 


Personal Direct Taxes and Other Current Transfers from Persons to 
Government (Not shown explicitly in Tables 35-42) 


This is the amount deducted from Personal Income to arrive at 
Disposable Income. The figures are shown in Table 5 (lines 7 and 8), Table 13 
(lines 4,5,6 and 7), Table 16 (lines 1, 2, 3 and 9), Table 43 (lines 1 and 15), 
and in Chapter 6, Table 6-6. 


(a) Income taxes: Federal income taxes for the years 1926 to 1945 are 
allocated on the basis of reported individual income tax collections by 
provinces. From 1946 on, the allocations are based on the tax payable 
reported on income tax returns filed by province. At the provincial level, the 
distribution of income taxes is based on the amounts allocated to the 
provincial tax collection agreements account for provinces who do not do their 
own collecting and from provincial public accounts for those provinces which 
do their own collecting. Local government income taxes, levied in the years 
1926 to 1941 inclusive, are distributed on the basis of provincial estimates for 
selected years made by the Royal Commission on Dominion-Provincial 
Relations, and by the Dominion-Provincial Conference on Reconstruction. 
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(b) Succession duties and estate taxes: The federal data are allocated 
on the basis of succession duties and estate taxes collected by province. The 
distribution of provincial succession duties is derived in the same manner as 
provincial income taxes — for provinces which do their own collecting, 
provincial public accounts are used, while for provinces which do not do their 
own collecting, federal government data sources are used. 


(c) Employer and employee contributions to social insurance and 
government pension funds: From 1951 to the present, federal government 
employer and employee contributions to pension funds are allocated by 
province on the basis of the wages and salaries paid provincially. For earlier 
years, they are allocated on the basis of the estimated number of federal public 
servants employed in each province. Employer and employee contributions to 
the Unemployment Insurance Fund are allocated on the basis of a sample, 
taken annually, of the number of persons insured. Provincial breakdowns of 
employer and employee contributions to the Canada Pension Plan are available 
from the Department of National Revenue. 


Employer and employee contributions to provincial government pension 
funds, Workmen’s Compensation Board funds, and industrial vacation plans,. 
are obtained from the provincial public accounts. Payments into local 
government pension plans are distributed on the basis of data for the year 
1948 obtained from a special study of local government pension plans. 


(d) Other current transfers from persons: The federal series are allocated 
on the basis of the distribution of federal income and succession duties by 
province. The provincial data are obtained from the provincial public accounts. 
For the years from 1951, the local government data are obtained from the 
basic annual sources noted in Chapter 6, while for the years prior to 1951 they 
are distributed using the provincial distribution of all tax collections. 


CHAPTER 12 


THE SYSTEM OF NATIONAL ACCOUNTS: LINKAGES FROM INCOME AND EXPENDITURE 
ACCOUNTS TO OTHER PARTS OF THE SYSTEM 


Introduction 


The preceding chapters have described the basic concepts, definitions, 
sources, methods and classificatory arrangements underlying Canada’s National 
Income and Expenditure Accounts. They have also given an account of the 
background leading to the development of this set of economic statistics for 
the economy as a whole (Chapter 1). Historically, the National Income and 
Expenditure Accounts were the first set of major economic statistics to be 
developed after the end of the Second World War under the title “National 
Accounts’’. However, over the post-war period, the statistical coverage of the 
economy has been extended in a number of directions, and there now exist 
several basic sets of economic information — all of them integrated with the 
National Income and Expenditure Accounts in one way or another — which 
make up an inter-related system of national economic accounts. The purpose 
of this chapter is to describe, in a general way, the nature of this inter-related 
system — its constituent parts, their uses, the linkages to the National Income 
and Expenditure Accounts, and the basic source publications containing the 
statistical information and the descriptions of underlying sources and methods. 


The constituent parts of this System of National Accounts are: 


(a) The National Income and Expenditure Accounts, described in the 
foregoing chapters (Catalogue Nos. with the prefix 13-); 


(b) The Canadian Balance of International Payments, which pre-dates the 
Income and Expenditure Accounts but which is fully integrated with 
them, providing the basic information for the non-resident sector account 
(Catalogue Nos. with the prefix 67-); 


(c) The Financial Flow Accounts, which show changes in the network of 
financial claims underlying net lending and borrowing activity as 
summarized in the capital finance accounts of the National Income and 
Expenditure Accounts! (Catalogue Nos. with the prefix 13-); 


(d) The Real Domestic Product by Industry indexes, which show changes in 
the industrial composition of real “‘constant dollar” output, with total real 
output measured on a gross domestic product at factor cost basis 
(Catalogue Nos. with the prefix 61-); 


(e) The Productivity indexes, which show changes in output per person 
employed and output per man-hour for the commercial sector of the 
economy and various industry groups, using Real Domestic Product by 
Industry data to provide the constant dollar measures of changes in 
output (Catalogue Nos. with the prefix 14-); and 


(f) The Input-output tables, which display the industry and commodity 
structure of economic production and which provide a special focus on 
the inter-industry transactions and technological relationships underlying 
intermediate production; in the National Income and Expenditure 


! In the capital finance accounts of the National Income and Expenditure system, net 
lending and borrowing includes net purchases of existing and intangible assets (see Chapter 
4). This becomes an item of reconciliation in moving from the National Income and 
Expenditure Accounts to the Financial Flow Accounts (see line 6, Table 12-1). 


— 308 — 


Accounts, these inter-industry transactions and relationships are lost from 
view since sales and purchases between industries cancel out and only the 
transactions associated with final sales (and output) are recorded 
(Catalogue Nos. with the prefix 15-). 


As will be apparent, the development of these various sets of statistics has 
taken place within a conceptually integrated framework. As a _ broad 
generalization, it would be fair to say that the work in these areas (the 
Canadian Balance of International Payments being the outstanding exception) 
was either initiated, shaped, or at least strongly influenced by a need to 
supplement or extend the information contained in the National Income and 
Expenditure Accounts. Accordingly, to maintain essential coherence and 
compatibility between the various sets of data, the basic concepts, definitions 
and general classification systems employed throughout these areas are the 
same as those which underlie the National Income and Expenditure 
Accounts.2 Thus, the various sets of data are developed within a common 
frame. 


It has been observed that one of the principal advantages of a centralized 
statistical agency is a capacity to enforce uniformity of concept, definition, 
and classification across different areas of statistical development.3 Although 
such uniformity in the basic building blocks is obviously an essential condition 
for attaining coherence and comparability between related systems of 
statistics, it by no means resolves all of the problems of integration in the 
economic accounts. A major problem in this regard is the time-consuming and 
cumbersome nature of the statistical revision process, with the phasing of 
major revision programs occurring at different times in different parts of the 
system. Thus, users will find that a considerable time lag occurs between 
revisions of National Income and Expenditure Accounts data and the 
corresponding changes required to bring most other constituent parts of the 
system into line with them. 


2 It should be noted, however, that industrial classifications continue to present 
problems of comparability. For example, direct comparisons of industry data among those 
parts of the National Accounts System which use the establishment as the basic unit of 
classification and those which use the legal entity can be carried out only at broad industry 
group levels of aggregation. Statistics Canada is continuing research on 
enterprise-company-establishment relationships and it may eventually be feasible to 
reclassify the data which are on one basis (say the establishment basis) to correspond to the 
units employed on another (the company or enterprise basis). 

3 It may be of interest to note that one of the principal recommendations of the 
National Accounts Review Committee established to review the national economic accounts 
of the United States in the 1950’s concerned this question of integration. The Committee 
recommended that: “The five segments of the national economic accounts (i.e., 
flow-of-funds, input-output, balance of payments, balance sheet and national wealth - 
statements, and income and product accounts) which have hitherto led rather independent 
lives, should be integrated into a single national economic accounting system. This 
recommendation for the development of a conceptually integrated system of national 
economic accounts is one of the main recommendations of the Committee, if not the most 
important one” (see The National Economic Accounts of the United States, Hearings 
Before the Subcommittee on Economic Statistics of the Joint Economic Committee, 
Congress of the United States, October 29 and 30, 1957, United States Government 
Printing Office, Washington, 1957, p.112). The Canadian System of National Accounts was 
able to evolve from the outset on the basis of a commonly agreed upon set of concepts 
and definitions. 


— 309 = 
The Canadian Balance of International Payments 


As previously noted, this system of statistics pre-dates the development 
of the National Income and Expenditure Accounts. Official statistics date back 
to 1926, and work in the field began considerably earlier, reflecting emerging 
demands and awareness of the special economic significance of the external 
sector in Canada’s open economy. The relationship of the Balance of 
International Payments to the National Income and Expenditure Accounts is 
described elsewhere in this report (Chapter 8, ‘““The Non-resident Sector’’), 
and no further discussion is undertaken here. Needless to say, the publications 
in this area contain much more detailed statistical information than is shown 
in the non-resident sector of the National Income and Expenditure Accounts, 
together with extensive analytical material. The data are available on both an 
annual and quarterly basis. For convenience, the principal sources of the 
information are repeated here: The Canadian Balance of International 
Payments and International Investment Position: A Description of Sources and 
Methods, Catalogue 67-506; The Canadian Balance of International Payments, 
Catalogue 67-201 (annual); and Quarterly Estimates of the Canadian Balance 
of International Payments, Catalogue 67-001 (quarterly). 


The Financial Flow Accounts 


The Financial Flow Accounts are an extension of the National Income 
and Expenditure Accounts, focusing on transactions in financial markets 
which are associated with the acquisition of financial assets or the assumption 
of financial liabilities. Conceptually, they constitute a deconsolidation of the 
net lending and borrowing activity recorded in the capital finance accounts of 
the various sectors of the economy, revealing the pattern of changes in 
financial claims underlying this lending and borrowing activity. Since lending 
and borrowing represent the processes through which available financial 
resources are channelled to areas of investment need, the Financial Flow 
Accounts in effect provide a link between saving and investment. 


In this connection, it may be useful to recall that in the National Income 
and Expenditure Accounts, saving and investment (in physical assets) are 
always equal for the economy as a whole, but this equality of saving and 
investment does not hold true for individual sectors. Thus, in Chapter 4, in the 
section on “‘Capital Finance Accounts’, it was observed that in 1961, two 
sectors — persons and unincorporated business and the non-resident sector — 
had an excess of saving over investment which they made available, through 
net lending, to the other two sectors of the economy to cover the shortfall in 
their savings (see Table 4-4). The latter two sectors (government and corporate 
and government business enterprises), in turn, became net borrowers, drawing 
upon the savings of the other sectors to meet that part of their investment 
requirements which could not be met out of their own saving. The Financial 
Flow Accounts are designed essentially to articulate these net lending and 
borrowing activities taking place between sectors, and to show the detail of the 
financial transactions behind them. 


Table 12-1 is basically a re-arrangement of the data on saving and 
investment and net lending and borrowing set out in Table 4-4, extended to 
show in a more explicit way the linkages between the capital finance accounts 
of the National Income and Expenditure system and the Financial Flow 
Accounts. It also indicates the nature of the information on changes in 
financial assets and liabilities which emerges when the net lending or 
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TABLE 12-1. Saving, Capital Formation and Net Lending or Borrowing 
by Major Sectors, 19611 


Persons 


Corporate 


and ae Non- Total 
unincor- Government | government : 
porated business residents eCOnOnny 
business enterprise 
millions of dollars 
1. Gross saving as per National Income and Ex- 
penditure Capital Finance Accounts ..... 2,389 847 4,274 856 8,3662 
2. Less: Gross capital formation as per National 
Income and Expenditure Capital Finance 
ACCOUNTS Rute ee een cbelkeae se ents — 1,846 — 1,682 — 4,980 _ 8,508 
3. Adjust for capital transfers ............ - 72 = - 72 — 
4,Adjust for residualierror. sees = sees an - ~ + 142 - + 142 
5. Equals: Net lending or borrowing plus net pur- 
chase of existing and intangible assets as per 
National Income and Expenditure Capital 
BinancesACCOUNtSars eter og eee eens 471 — 835 — 564 928 - 
6. Less: Net purchase of existing and intangible 
aSSetSS OM, ay 2) Coa ret <n ea ae a = 144 38 157 —51 ~ 
7. Equals: Net lending or borrowing as per Fi- 
nancial Plow Accounts’ +c - 2 ee a 327 — 797 — 407 877 ~ 


8. Net increase in financial assets: 


Official international reserves ......... 
Cutrency andi depositsies <2 455 see 
Receivables 
Loans 
Government of Canada treasury bills 
Finance company and short-term commer- 
Cial papersh: o/c, ssi ced ota ee eos 
MOrteapes tem. ose toreeopeaals teeters 
Bonds 
Life insurance and pensions .......... 
Claims on associated enterprises 
Stocks Sig: 4 ier cranes orn te ae ee ie bet eee 


Others alina ce bcea: ones nee euch ened aes 
9. Net increase in liabilities: 


Official international reserves ......... 
@urrencyrand deposits). 4c uener eres 
Payables cers hrs utes tat eae ates 
COANS: See Mog satnic won cel =, lePce ate Cel eke Oks 
Government of Canada treasury bills. .... 
Finance company and short-term commer- 

Cialipapergn porate io cucustenee eee 
Mortgages: sf: 5 sttrat oes re be Geers, bo ae 
Bonds 
Life insrance and pensions........... 
Claims on associated enterprises 
StOCKS: Fe. yor Sia to es eid See rane Cees aie 


Omer ee Nee eon certs epee 


10. Net financial investment: 


Net increase in financial assets, line 8, less 
net increase in liabilities, line 9. This total 
(line 10) is conceptually equivalent to net 
lending or borrowing in line 7. Differ- 
ences between line 7 and line 10 are the 
result of errors and ommissions, and are 
reflected in an entry which records the 
size of this statistical discrepancy ...... 


This part of the table is illustrative 
of the detail contained in the 
Financial Flow Accounts. Statistics 
are not available for the year 1961 


1 Adapted from the Financial Flows matrix table, Financial Flow Accounts, Catalogue 13-002, Table 14. Figures given 


are re-arrangements of data in Table 44 of Chapter 4. 


2 This figure is the total saving figure shown in Table 10 of Volume 1, Consolidated Capital Finance Account. 
3 Data for 1961 are not available. The figures are estimates for 1962. 
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borrowing transactions are deconsolidated (details underlying line 8 and line 
9).4 The table is purely illustrative, and is designed simply to highlight the 
basic principles, linkages, and relationships which bind the National Income 
and Expenditure Accounts and the Financial Flow Accounts together. In 
actual presentation, the Financial Flow system is much more complex and 
detailed than is shown here, with the four-way sector system divided into a 
large number of sub-sectors, with separate accounts developed for the various 
sub-sectors and categories of assets and liabilities. The sectoring system is 
institutionally oriented. The legal entity (company) is the basic unit of 
account where transactions in financial claims are involved, although the 
Financial Flow Accounts incorporate both company and enterprise (multi- 
company) data. 


It will be noted in Table 12-1 that the net lending and borrowing 
transactions cancel out when summed across sectors for the economy as a 
whole. This is simply a reflection of the fact that what is lending for one sector 
becomes borrowing for another, with the increase in financial assets of the 
lending sectors matched by an increase in the liabilities of the borrowing 
sectors. 


The Financial Flow Accounts are published on a quarterly and annual 
basis. The sources of the information are Financial Flow Accounts, 1962-67, A 
Preliminary Report, Catalogue 13-530 (occasional), and Financial Flow 
Accounts, Catalogue 13-002 (quarterly). 


Real Gross Domestic Product at Factor Cost by Industry 


This system of indexes shows the industrial composition of changes in the 
physical volume of output.5 Its principal feature is that it portrays the pattern 


4 The net increase in financial assets in Table 12-1 — for example, any net increase in 
bonds held by persons and unincorporated businesses — would of course be the result of a 
two-way flow of gross purchases and gross sales of bonds by the sector. Similarly, the net 
increase in financial liabilities for a sector would be the result of a two-way set of gross 
flows involving the assumption of new liabilities and the discharge of old liabilities. These 
gross flows are consolidated to show only net changes in financial assets and liabilities in the 
Financial Flow Accounts. 

5 In referring to constant dollar measures of output (e.g., Real Domestic Product at 
Factor Cost, or real Gross National Product), the terms “‘physical volume of output” or 
“physical quantity of production’ are often used. The word “physical” in this context is 
somewhat of a misnomer — it is difficult, for example, to conceive of a quantum of services 
in actual physical terms. Moreover, as the economy becomes more “service-oriented”, the 
term becomes even less appropriate. However, common usage has served to establish this 
terminology fairly firmly in the lexicon of economists and statisticians, and we use it here 
with due regard to the fact that it is somewhat imprecise. It serves principally to provide a 
double emphasis in differentiating between the current dollar value of production and 
the real or constant price value of production. 


A discussion of the concept of economic production underlying the Real Domestic 
Product by Industry series may be found in “The Measurement of Constant Price 
Aggregates in Canada” by Betty J. Emery and Gordon J. Garston, The Review of Income 
and Wealth, Series 15, Number 1, March 1969, and in Problems in the Estimation of 
Industry Output in Current and Constant Dollars in Canada by Gordon J. Garston and 
David A. Worton, The industrial Composition of Income and Product, Studies in Income 
and Wealth, Volume 32, National Bureau of Economic Research, New York, 1968. 


— 312 - 


of industry advances or declines behind the increases or declines in total real 
output, and permits the contribution of each industry to the total change in 
output to be measured. 


Indexes of Real Gross Domestic Product at Factor Cost and 
Deflated Gross National Product at Market Prices 


(1961 = 100) 
1990 190 
/. 
18o va 18o 
7 
£E 
lee S 7a (@) 
aa 
ae 
160 Real Domestic Product xe 16o0 
at Factor Cost 7 
7 
150 LA : one) 
4 
FCG Constant Dollar Gross National 
140 ee Product at Market Prices 1a0 
ZL, 

ZE (@) 

Je O) nS: 
x, 
28 
Ze 
120 Zz rao @ 
Zz 
A 
fA 
ew) fA LES 
(exe) a 190 
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The system of real output by industry indexes was originally developed in 
conjunction with the constant dollar estimates (deflation) of Gross National 
Expenditure, to provide an independent check on the results of the deflation 
procedure,¢ and to supplement and extend the measurement of the change in 
real output with information on its industrial composition. A brief description 
of the relationship between these estimates and the constant dollar estimates 
of Gross National Expenditure is given in Chapter 9. 


A special feature of this system of economic statistics is that the 
information is available on a monthly as well as on a quarterly and annual basis. 
Prior to the development of the monthly estimates, the most comprehensive 
monthly indicator of changes taking place in the economy was the index of 
industrial production, which covered the manufacturing, mining, and electric 
power, gas and water utilities industries, accounting for about one-third of the 
total economy. The monthly indexes of Real Domestic Product by Industry are 
in effect an extension of the index of industrial production to cover the entire 
economy. They thus constitute the most current and up-to-date set of overall 
measures of the state of the economy that are available in Canada. 


6 See Appendix to Chapter 9, where the year-to-year percentage changes in constant 
(1961) dollar Gross National Expenditure at Market Prices are compared with the 
year-to-year percentage changes in Real Gross Domestic Product at Factor Cost, for the 
years 1961-72. 
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TABLE 12-2. Indexes of Real Domestic Product by Industry! 


1961=100 
SE Te a RSE a a aa a a 
1961 
Industry Industry 1961 1962 1963 1971 1972 
weights 
ASTICUITUTC aucee canre sheers asia (aint ue 4.525 100.0 122.0 136.9 iNSy2 7 137.6 
Borestry ee .ce cs ere ah Sey ae ee eerie 1.231 100.0 106.4 108.3 135.0 133.8 
Fishing anditrapping: sp cueie eae ee 0.259 100.0 106.9 106.4 107.9 95.8 
Mines, quarries and oil wells ......... 4.564 100.0 106.2 iia 182.9 191.8 
Manufacturing, ara wc ate emt ent ee 24.943 100.0 109.3 116.7 181.7 193.9 
Constructionye "5 heute. some eres are a 5.803 100.0 105.6 107.1 165.6 166.5 
Dransportationyss ce @ swan eae ae) see 6.873 100.0 103.8 111.6 185.8 199.9 
Stora sie = ee et Es (alee sr eee cesta 0.299 100.0 87.1 105.2 125.8 slau le 
COMMUNICA ONG nes cee, eee see ee 2.738 100.0 106.8 111.3 181.2 193.2 
Electric power, gas and water utilities ... . 2.908 100.0 105.3 111.6 207.6 228.9 
Wholesale:tradet ry heise sade wis ees 4.906 100.0 106.0 112.0 183.6 197.0 
Retailttnad es.) ue pansen-tid © chaise Ph. ick 8.067 100.0 106.2 110.7 162.6 173.8 
Finance, insurance and realestate ...... 11.831 100.0 106.1 1222 179.3 L912 
Public administration and defence ...... T2382 100.0 103.1 104.0 132.4 138.9 
Community, business and personal service 13.821 100.0 105.2 111.6 187.0 194.8 
Total Gross Domestic Product at factor 
COST Fah thie ee ere eeiatss Pahier sy outs vavweuetee 100.0 100.0 107.0 113.2 175.0 184.3 


1Source: Indexes of Real Domestic Product by Industry, 1961-1969, Catalogue 61-510; and Indexes of Real Domestic 
Product by Industry, 1973 Supplement, Catalogue 61-005. 


As was indicated in Chapter 9, the indexes of Real Domestic Product by 
Industry are built around the concept of Gross Domestic Product at Factor 
Cost. This aggregate provides the principal link from the National Income and 
Expenditure Accounts to the real output indexes. Thus, the Consolidated 
Production Account (Tables 8 and 9 of Volume 1), which is presented in the 
National Income and Expenditure Accounts on a Gross Domestic Product at 
Market Prices basis, can be converted to a Gross Domestic Product at Factor 
Cost basis simply by deducting indirect taxes less subsidies and eliminating the 
residual error: 


a 


1961 


millions of dollars 


Gross Domestic Product at market prices (Tables 8 and 9 of Volume 1) 40,368 
ess: 
lndirectstaxes lossisubsidiess vap.wew cs) ancl ests: Gus Derbys cp oie See Hh ee — 4,838 
ResidtialiertO rua poe wae last) Oss aA ascot amy aig ss Le th est a = 49) 
Gross Domestic eroductaGtaCtOrmcostem- eae | eae ete ie ete enelia vee 35,388 


a a a NE ee 

1 Gross Domestic Product at Factor Cost, derived as the sum of industry value-added data (Tables 
28 to 31 of Volume 1), and the system of indexes described here, do not contain a residual error of 
estimate. There is no independently derived calculation on the expenditure side in the case of these two 
sets of data which would generate a residual error of estimate. 


The indexes of Real Domestic Product by Industry are designed to show 
the changes, in total and by industry, in Gross Domestic Product at Factor 
Cost in terms of constant 1961 base-year prices. 
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It may be noted that in Table 28 of Volume 1, figures are presented 
showing the value of Gross Domestic Product at Factor Cost by Industry 
(net-value added by industry). The industrial classification used in this table is 
based, for reasons which have to do with the nature of the primary data, ona 
mixture of company and establishment information, with profits, investment 
income, and capital consumption allowances classified on a company basis and 
most other components classified on an establishment basis. By contrast, the 
basic unit of classification employed throughout the indexes of Real Domestic 
Product by Industry is the establishment, the primary data being available in 
this form. Thus, the industry classificationsin Table 28 of Volume 1 are not 
fully in accord or compatible with the industry classifications underlying the 
Real Domestic Product by Industry System. The principal differences in the 
two sets of industry classifications concern the relationship between 
manufacturing, and forestry, mining, and wholesale trade. For example, a 
manufacturing company whose profits, investment income, and capital 
consumption allowances would be classified to manufacturing in Table 28 
might well have establishments producing output in forestry (e.g., pulp and 
paper manufacturing companies with their own forestry operations) or in 
mining (e.g., smelting and refinery companies with their own mining or oil and 
gas operations), or in wholesale trade (e.g., manufacturers’ sales branches). In 
the Real Domestic Product by Industry indexes, the output of these 
manufacturing companies would be classified in four places — manufacturing, 
forestry, mining, and wholesale trade. In Table 28, the profits, capital 
consumption allowances, and other investment income would be classified to 
manufacturing. The user should be aware of this problem if industry 
information in Table 28 is used in conjunction with industry information 
provided by the Real Domestic Product indexes.7 


The indexes of Real Domestic Product by Industry are derived by a 
process of “double deflation’? — deflating each industry’s gross output and 
subtracting from it the deflated value of each industry’s material inputs (see 
Chapter 9). A full description of concepts, sources and methods is given in 
Indexes of Real Domestic Product by Industry of Origin, 1935-61, Catalogue 
61-505 (occasional). The basic statistical information is published in Jndexes 
of Real Domestic Product by Industry, Catalogue 61-005 (monthly) and in 
Indexes of Real Domestic Product by Industry, 1961-1969, Catalogue 61-510 
(occasional). 


Indexes of Productivity Trends 


Closely related to the measurements of real output by industry described 
above are the estimates of productivity change in the economy published by 
Statistics Canada as a part of the System of National Accounts. Productivity is 
defined for this purpose as output per unit of labour input, and the indexes of 
productivity are derived- by dividing indexes of real output by indexes of 


7 For example, the two sets of data are sometimes matched up to derive rough 
estimates of implicit price change on an industry-by-industry basis. 

8 See also Gordon J. Garston and David A. Worton, Problems in the Estimation of 
Industry Output in Current and Constant Dollars in Canada, published in The Industrial 
Composition of Income and Product, Studies in Income and Wealth, Volume 32, National 
Bureau of Economic Research, New York, 1968. 
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numbers of persons employed, or by indexes of man-hours worked. These 
“productivity” indexes of output per person employed or output per 
man-hour (see Table 12-3) are therefore no more than basic measurements of 
the physical relationship existing between the growth in the quantity of labour 
employed and the growth of output. No attempt is made to allow for changes 
in the quality of the labour inputs (e.g., changes in levels of education or 
changes in the age and sex composition of the labour force) or for the 
contribution of capital to the growth of output. ? 


9 In studies of economic growth, productivity growth is typically defined as a 
measure of the improvement in the “efficiency” with which the factors of production are 
combined and used in the economy. This approach to the measurement of productivity 
would need to encompass, on the input side, changes in total factor inputs — that is, 
changes in the physical quantity of resources used, both labour and capital, — and changes 
in the quality of these inputs, e.g., changes in the educational and skill levels of the labour 
force, and changes in its age and sex composition. Such a measure of “‘total factor input 
per unit of output” would more accurately measure efficiency factors such as increases in 
output arising from shifts in men and capital from less productive to more productive lines 
of activity, increases in output arising from economies of scale and specialization, and 
increases in output arising from advances in knowledge and improved organization and 
management practice. See Dorothy Walters, Canadian Growth Revisited, 1950-1967, 
Economic Council of Canada, Staff Study No. 28, Queen’s Printer, Ottawa, 1970; and 
Perspective 1975, Sixth Annual Review, Economic Council of Canada, September 1969. 


TABLE 12-3. Indexes of Aggregate Productivity, 1961-72 


1961=100 


Output 


Persons per per 

employed hours person man- 

employed hour 

Commercial industries 
i. | | 

LOGIN Ree ee ee 100.0 100.0 100.0 100.0 100.0 
LOGD EN NS tes ee 107.5 102.5 10223 104.9 105.1 
L963 ee a a hees 113:9 104.7 103.7 108.8 109.8 
LOCT RA ae ats es 48 i225 108.4 106.8 113.0 114.7 
LOGO Sovtg eed oe cay cree whe 7 113.0 110.4 116.5 OES 
POOG6 Pod ey itor 141.4 116.8 112.8 (Av 125.4 
VO Gare ete een 145.5 119.0 114.2 223 127.4 
LOGSP RA eu. setae 154.1 TOES L133 129.0 136.0 
L969 PA hs tae 163.5 123.4 116.0 18225 141.0 
LOOP ete Ania ee 167.2 123.4 114.8 135.5 145.7 
LO: Dae peeesete toes Mies WANT 116.2 141.0 152.6 
WD, Ske na aoe 187.2 128.5 117.8 145.6 158.9 


aerate Pie 26s | SP) es 


LOG OR727 is © cae 2 baat 4.8 
OGD e722 te seek cee. 5.8 
op ey PRS Se reser ane 5.6 


ae at RP SIE ARTE, art Ee SSP mean! 
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The output data employed in constructing these indexes are taken 
directly from the indexes of real domestic product. Only the commercial 
sector of the economy involving the “‘commercial’’ industries is covered. As 
noted elsewhere in this report, under the conventions adopted in National 
Accounting for measuring the output of the government sector and 
non-commercial organizations, an assumption of constant productivity is made 
in these areas. The data on employment and man-hours which are matched to 
the output estimates represent a blending of the information from the Labour 
Force survey of households with information from the Employment Survey of 
establishments, and information from the census of manufactures. 


It is frequently noted that increases in labour compensation per man-hour 
(wage rates) which exceed increases in productivity (as measured by output 
per man-hour) must result in an increase in labour costs per unit of output. 
This is simply a statement of the arithmetic relationships which underlie the 
data set out in Table 12-4, and it is useful to be aware of the way in which 
these numerical relationships arise. The table shows the connection between 
changes in productivity, changes in labour compensation per man-hour, and 
changes in labour costs per unit of output. (The latter are widely regarded as a 
significant indicator of cost pressures in the economy.) Thus, in 1962 and 
1963, productivity advanced more rapidly than labour compensation per 
man-hour and labour costs per unit of output declined. In 1972, however, 
labour compensation per man-hour rose considerably faster than productivity, 
and labour costs per unit of output increased. The information assembled in 
the productivity reports permit these relationships to be examined 
systematically for the commercial sector of the economy and for its main 
constituent parts. 


TABLE 12-4. Relationships Between Productivity, Labour Compensation and 
Labour Costs per Unit of Output 


Commercial Industries — 1961=100 


1961 1962 1963 1971 1972 
tee = - oe i | = = { 

Le Outputiindexaras ce ae cea aly co sea eens 100.0 107.5 113.9 177.3 187.2 
2: Manhoursyind exes... cpaky rose 4 eee 100.0 102.3 103.7 116.2 117.8 
3. Labour compensation index! ........... 100.0 105.5 PLIES 223.4 246.1 
4. Productivity index (line 1+line2) ....... 100.0 105.1 109.8 T5226 158.9 

Percent change from previous year....... (+ 5.1) (+ 4.5) (+ 4.1) 
5. Labour compensation per manhour index (line 

Seeline:2)” ...0e okt gee eae ee re 100.0 103.1 107.5 192.3 208.9 

Percent change from previous year ...... (Ge 3531) (+ 4.3) (+ 8.6) 
6. Labour cost per unit of output index (line 5 = 

line’). 08 oe Vd eee eee eee 100.0 98.1 97.9 126.0 131.5 

Percent change from previous year ...... (— 1.9) (— 0.2) (+ 4.4) 
7. Labour cost per unit of output index (line 3 + 

Line. :L) Vie: acd ease ok a eee Rena ae 100.0 98.1 29/8) 126.0 13S 

Percent change from previous year ...... (— 1.9) (— 0.2) (+ 4.4) 


1 Wages, salaries and supplementary labour income, plus imputed labour income for employers and own account workers 
in the commercial industries. 


At the time of writing, indexes of aggregate productivity are being 
prepared on a regular basis each year for the commercial industries in total 
(Table 12-3); for agriculture; for commercial non-agricultural industries; for 
manufacturing; for non-manufacturing industries excluding agriculture; for the 


— 317 - 


commercial goods-producing industries; for the commercial goods-producing 
industries excluding agriculture; and for the commercial service-producing 
industries. The statistical information is published in Aggregate Productivity 
Trends, Catalogue 14-201 (Annual). A description of concepts, sources and 
methods is given in Indexes of Output per Person Employed and per Man-hour 
in| Canada, Commercial Non-Agricultural Industries, 1947-63, Catalogue 
14-501 (occasional). 


The Input-output Accounts! ° 


In Chapter 3, it was shown how the production accounts of individual 
firms can be consolidated to yield an unduplicated measure of economic 
production for the economy as a whole. In this consolidation, all inter-business 
purchases and sales on current operating account associated with intermediate 
production are cancelled out — purchases by one producing unit from another 
(debits) being matched and offset by sales from one producing unit to another 
(credits). The process is not unlike that of the cancellation of net lending and 
borrowing activity between sectors which occurs in the Financial Flow 
Accounts when such transactions are consolidated for the entire economy. 
Thus, only transactions representing “final’? production are recorded in the 
consolidated production account for the economy as a whole. All intermediate 
production is netted out, and the various inter-industry relationships and 
details underlying the production process are lost to view. 


The Consolidated Production Account for the economy as a whole is 
presented” in lables 3 and’ 9 of Volume 1. In“ these? tables; the nation’s 
consolidated production — Gross Domestic Product at Market Prices — is 
measured in two ways — through the summation of all of the primary expenses 
arising from production — and through the summation of all sales of 
production to final demand uses. But, in line with what has been said above, 
this consolidated production account can be viewed conceptually as a bringing 
together and consolidation of all of the production accounts of the various 
firms, industries and other producing units in the economy. If this production 
account can now be presented in an unconsolidated form and the information 
arranged in an appropriately classified framework, a great deal of valuable 
knowledge can be gained about the way in which production is organized in 
the economic system — and especially about the inter-relationships in the 
flows of goods and services among producing industries. Further, if the 
industry information can be extended and classified to show the major 
commodities used (inputs) by individual industries, and the major commod- 
ities produced (outputs) by individual industries, a fairly complete picture of 
the structure of economic production begins to emerge. 


The Canadian input-output system of accounts constitute in effect a 
“disaggregation” of the nation’s production account. The basic 
input-output matrix brings back into the record the inter-industry flows of 
goods and services which are lost when the transactions underlying 


10 This section relies heavily on the material published in The /nput-output Structure 
of the Canadian Economy, 1961, Volume 1, Catalogue 15-501. 
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“intermediate” production are consolidated. Conceptually, this system is fully 
integrated with the National Income and Expenditure Accounts, with Gross 
Domestic Product at Market Prices providing the basic aggregate around which 
the system is constructed. Input-Output tables at present are constructed on 
an annual basis only. Input-Output tables have been published for the years 
1961-1966 inclusive, and work is in process for the years 1967-1971. The 
accounting relationships embodied in the tables describe the structure of 
demand (intermediate and final) and of productive activity in that particular 
year. 


Table 12-5 provides a highly simplified numerical example of the 
input-output accounting framework and shows the relationship with the 
National Income and Expenditure Accounts. The table contains two sets of 
inter-related accounts — a set of commodity accounts (columns and rows | — 
5) — and a set of industry accounts (columns and rows A, B and C). 


The first set of accounts — the commodity accounts — show the supply 
of and the demand for individual commodities (goods and non-factor services). 
The supply of a commodity, shown in its column, is broken down to show the ~ 
amount produced by each domestic industry, and the amount imported. The 
demand for a commodity, shown in its row, is broken down to show the 
consumption by each domestic industry that uses it as an intermediate input, 
and the demands of final users — persons, governments, tndustries (on capital 
account, i.e., gross fixed capital formation) and non-residents (exports). 


The second set of accounts — the industry accounts — show the total 
gross output of each industry, and each industry’s total inputs. The gross 
output of an industry, classified by commodity, is shown in the industry’s 
row. The total inputs of an industry are shown in the industry’s column, and 
are classified into intermediate and primary inputs. In this example, 
intermediate inputs consist of current account inputs of commodities 
consumed in the process of production. Primary inputs consist of indirect 
taxes, wages and salaries, and “surplus”? (defined as the sum of “‘costs”’ 
associated with the use of capital, i.e., profits and other investment income 
plus depreciation). 


Gross Domestic Product at Market Prices which provides the basic link to 
the National Income and Expenditure Accounts, appears in this table in two 
forms. In its first form, it can be derived as the sum of the column totals under 
the heading “‘Final Demands’’, minus the entry for Imports (i.e., Total Final 
Demand of 103 minus Imports of 23 equals Gross Domestic Product at Market 
Prices of 80). In its second form, it can be derived as the sum of the row totals 
for all primary inputs (.e., Indirect Taxes of 19 plus Wages and Salaries of 47 
plus Surplus of 14 equals Gross Domestic Product at Market Prices of 80). 


There are many ways of presenting the basic information provided by 
input-output accounts. The tables published in the Canadian system involve 
various adaptations and re-arrangements of the data set out in the above 
illustration, but the information they contain is based on the same underlying 
principles and relationships. A major feature of the 1961 input-output 
presentation is that the inputs and outputs of industries are published in 
separate tables, and both inputs and outputs are classified by commodity. 


= Ole 


TABLE 12-5. Hypothetical Example of a Simplified Set of Input-Output Accounts 


(for an economy in which there are three industries which 
produce five commodities) 


Commodities 


ot 
Demanded By 


Commodities 


: Supplied By 


22 
Imports 


Indirect Taxes : 


Wages & Salaries | 
| mms | 


4s| | | 


Supply of Commodities Industry Total Final Demand 
(131) Inputs (103) 
(108) — For Domestic 
— Intermediate Production (80) 
(54) — For Imports (23) 
— Primary (54) 


Final Demand Categories 


P — Personal Expenditure on Consumer Goods and Services 
G — Government Expenditure on Goods and Services 

CF — Business Gross Fixed Capital Formation 
X — Exports of Goods and Services 


Demand for 
Commodities (131) 


Industry 
Gross 
Outputs (108) 


Gross Domestic 


Product at 
Market Prices (80) 
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A good many different uses can be made of input-output tables, but 
they are especially effective for measuring the industrial effects of changes in 
final or intermediate demand. Extensive use of the information in this way has 
been made in the course of constructing the CANDIDE Model!! of the 
Canadian economy, for example, to convert final demand categories into final 
commodity requirements, or into industry requirements. The following 
description of the economic production process provides a useful statement of 
the basic logic underlying such exercises: 


“The construction of economic models based on _ the 
information contained in input-output tables rests on the 
observation that the process of production, in modern technological 
societies, is roundabout. To produce an automobile, for example, 
requires the efforts not only of those who are in the automobile 
industry, but also of those who are concerned with the production 
of steel, aluminum, rubber, textiles and the myriad of other 
materials and services which are embodied in automobiles. In turn 
the production of steel, aluminum, rubber, etc. is only possible if 
yet other materials and services have been produced and are 
available. Thus the production of automobiles, and indeed of any 
other product, implicates a long chain of production which links 
many of the human, material and technological resources of the 
economy. 


Now if the human, material and service inputs into automobiles 
are stable in relation to the output of automobiles, and if, in turn, 
the requirements for producing steel, aluminum, rubber, etc., are 
stable, and so forth, then through mathematical models based on 
input-output tables it is possible to estimate the impact of the 
demand for automobiles not only on the production of the 
automobile industry but also on the production of all the other 
industries which are involved, however indirectly, in the production 
of automobiles: similar estimates can be made for any other 
commodity. Input-output models thus make it possible to study 
technological interdependence and to trace the propagation of 
demand through the economic system. Moreover, these models can 
be formulated so that the incomes and revenues generated by 
industrial activity in turn determine the level and composition of a 
large proportion of final demand. In this way, input-output models 
can be made to simulate the circular flow of economic activity.” 12 


A complete description of the concepts, sources and methods involved in 
the construction of the Input-Output Accounts is contained in The 
Input-Output Structure of the Canadian Economy, 1961, Volume 1, Catalogue 
15-501. The tabular information is contained in both Volume | and Volume 2 
of the study. 


11 Canadian Disaggregated Interdepartmental Econometric model. 


12 The Input-Output Structure of the Canadian Economy, 1961, Catalogue 15-501, 
pp. 17-18. 


— 321 - 


Family Income and Income Size Distributions 


While not now formally denoted as a part of the System of National 
Accounts, estimates of incomes of Canadian families and individuals classified 
by size of incomes, published by Statistics Canada in a series of occasional and 
annual reports,!3 are closely related to the concept of Personal Income in the 
National Income and Expenditure Accounts. The data show income size 
distributions by families, individuals, sex, regions, metropolitan and 
non-metropolitan areas and other characteristics of income recipients. This 
information is largely based on sample surveys and now refers to both farm 
and non-farm families and individuals (up to 1965 it dealt only with non-farm 
recipients). The concept of income employed in these statistics is somewhat 
narrower than the concept of Personal Income employed in the Income and 
Expenditure Accounts. In the latter Accounts, the concept of Personal Income 
includes the income of private non-profit institutions such as trade unions, 
universities, charitable organizations, and so forth. It also includes investment 
income from private trusteed pension funds and life insurance investments 
accruing on behalf of individuals as well as certain imputed incomes in kind. 14 


The income size distribution concept of income excludes all these 
particular items and restricts itself to monetary income flowing to persons. 
Because of this difference in concept, however, the monetary flows explicitly 
include actual outpayments from annuity and private pension funds (in the 
National Income and Expenditure Accounts these would be inter-personal 
transfers which cancel out). The coverage in the two systems also is slightly 
different since income size distribution data do not include information on 
members and families of the Armed Forces, residents of the Yukon and 
Northwest Territories, and inmates of institutions. 


The United Nations Statistical Office has been working on the 
development of a ‘Complementary System of Income and Expenditure 
Accounts’’, and the report on this matter is now nearing completion. This 
work centres around the development of a conceptual framework for 
household income and expenditure, with distributions of income by size, and 
with personal savings estimates and household balance sheets developed by 
family and personal characteristics, such as age, family size and so forth. The 
system would be based upon the personal income concepts as set out in the 
United Nations System of National Accounts. The United Nations System of 
National Accounts is discussed in Chapter 13. 


13 See, for example, Econometric Study of Incomes of Canadian Families, 1967, 
Catalogue 13-537; Household Facilities by Income and Other Characteristics, 1968, 
Catalogue 13-540; Income Distributions by Size in Canada, 1969, Catalogue 13-544; 
Comparative Income Distributions, 1965 and 1967, Catalogue 13-539; Family Incomes 
(Census Families), 1969, Catalogue 13-546; and Statistics on Low Income in Canada, 1967, 
Catalogue 13-536. Beginning with statistics for the year 1971, annual reports on Income 
Distribution by Size in Canada are to be published on a regular basis under Catalogue 
13-207. 


14 See chapter 3, page 63. 
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CHAPTER 13 


INTERNATIONAL COMPARISONS OF NATIONAL INCOME AND EXPENDITURE 


STATISTICS 


Introduction 


This chapter focuses briefly on the uses and applications of National 
Income and Expenditure Accounts in an international context. It describes 
some of the problems involved in achieving international comparability, and 
gives an account of the work which has been undertaken by two major 
international organizations — the United Nations and the Organisation for 
Economic Co-operation and Development — to promote standardized systems 
of Accounts in the various countries and to construct estimates in a form 
designed to facilitate international comparability. Some of the principal 
differences between the Canadian and the United States systems of National 
Income and Expenditure Accounts are also discussed, since the 
interdependence of these two economies make Canada-United States 
comparisons of special significance for many analytical purposes. A brief 
comment on the United Nations standard System of National Accounts is 
included. 


Many countries now produce National Income and Expenditure 
Accounts, and the number of uses of the data involving comparisons between 
countries is steadily increasing. In part, this reflects the growing 
interdependence of the world economy and the establishment of international 
organizations to promote collectively agreed upon international objectives. But 
it also reflects to an increasing degree an interest on the part of economists and 
policy-makers to better understand the processes of economic growth and 
development and the principal features which differentiate the structure and 
performance of one country’s economy from that of another’s. There is 
interest, for example, in such questions about other nations’ economies as: how 
much of Gross National Product is allocated to defence? how much to 
investment? how much to private consumption? how dependent are the 
economies of the different countries on export trade? what is the share of 
taxes in relation to total Gross National Product? what form do these taxes 
take? why do some economies grow faster than others? what are the principal 
elements of demand involved? what countries have achieved the highest levels 
of per capita Gross National Product? what countries remain below the 
average? These are simply illustrative of the type of questions on which 
information is sought as a means of building up a body of knowledge about 
the nature of the world economy and the anatomical features of the individual 
economies which comprise it. 


Applications and Uses 


A list of actual applications of National Income and Expenditure data in 
an international context would include the following important examples: 


(a) In 1961, the Organisation for Economic Co-operation and Development 
set as a collective growth target for the twenty countries then constituting 
the OECD,.the growth of their combined Gross National Product by 50%, 
in real terms, during the decade 1960 to 1970. (In fact, this growth rate 
was exceeded, and amounted to about 60%, or 4.8% per annum, in the 


(b) 


(c) 


(d) 


(e) 


(f) 


(g) 


se 


combined national product of the member countries.) For the period 
1970 to 1980, the Organisation has projected that the combined Gross 
Product of the OECD area as a whole might increase by about 68% — an 
average annual rate of increase of about 5.3% per annum.! 


The Organisation for Economic Co-operation and Development 
undertakes a collective forecasting exercise twice each year, in which 
member countries provide assessments of the outlook for their various 
economies over the course of the next 12 to 18 months. These 
assessments are adjusted and combined by the OECD Secretariat to 
provide a quantitative assessment of the economic outlook and prospects 
in the OECD area as a whole — an area which includes all of the major 
industrial countries in the non-communist world (see Table 13-1).2 


The National Institute of Economic and Social Research in the United 
Kingdom uses this information for its periodic assessment of 
developments and prospects in the world economy — an assessment which 
includes not only a retrospective appraisal of world economic events, but 
also a forecast of prospective developments over the next 12 to 18 
months.3 


The United Nations objective for the ““development decade”’ of the 1960's 
was set out in terms of achieving a 5% annual rate of growth in the 
aggregate national income of the developing countries at the end of the 
decade.4 


Member countries’ contributions to the financial support of international 
organizations such as the United Nations are often assessed on the basis of 
criteria which include as a factor the size of each country’s National 
Income.§ 


The relative burden of defence expenditures of various countries 
organized under treaty arrangements is frequently compared on the basis 
of the share of detence outlays in total Gross National Product (see Table 
13-2). 


The United Nations General Assembly has urged that the flow of 
international assistance and capital to the developing countries should be 
increased substantially so as to reach as soon as possible approximately 1% 
of the combined national incomes of the economically advanced 
countries.6 


1 Organisation for Economic Co-operation and Development, The Growth of 


Output, 1960-1980, Retrospect, Prospect and Problems of Policy, OECD, Paris, December 
1970; pp. 76-19. 


2 Organisation for Economic Co-operation and Development, OFCD Economic 


Outlook, Paris, published twice each year in July and December. 


3 National Institute of Economic and Social Research, National Institute Economic 


Review, London, published quarterly in February, May, August and November. 


4 United Nations, Yearbook of the United Nations, 1961, New York, 1963, p.231. 
5 Conference on Research in Income and Wealth, Problems in International 


Comparison of Economic Accounts, Studies in Income and Wealth, Volume 20 (Princeton, 


Nid. 


, Princeton University Press for the National Bureau of Economic Research 1957). 


6 United Nations, Yearbook of the United Nations, 1961, New York, 1963, p. 244. 
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(h) Comparisons of absolute levels of Gross National Product and of per 
capita production of goods and services in the various countries are 
sometimes made in international studies to provide some indication of the 
income or development gap existing between the wealthier and the poorer 
countries (see Table 13-3). Such comparisons are also sometimes used as 
rough approximations to relative standards of living,? although the United 
Nations notes in its statistical reports that such figures are not intended as 
measures of the standard of living of the inhabitants of the various 
countries. 


(i) The structures of different economies are frequently compared in terms of 
National Income and Expenditure Accounts, with a view to determining 
how much of a particular country’s output may go into exports; how 
much is allocated to investment; how much is allocated to private 
consumption; and so forth (see Table 13-2).8 


G) Studies of the sources of economic growth such as those undertaken by 
the American economist Edward F. Denison are based on international 
comparisons of National Income and Expenditure data.? 


(k) The relative level of taxation in various countries is frequently compared 
by expressing total taxes as a percentage of Gross National Product at 
Market Prices.! 9 


To amplify somewhat this discussion of the application and uses of 
National Income and Expenditure data in an international context, a number 
of tables are included at this point, with brief comment on their nature and 
content. The purpose here is simply to illustrate in a concrete way some of the 
forms in which international comparisons are made and presented, and to 
direct the reader to the source publications where such information may be 
found. 


Table 13-1 simply shows the way in which the growth rates of the various 
member countries of the Organisation for Economic Co-operation and 
Development are presented and combined as part of the appraisal and 
assessment of the economic outlook in the OECD area (figures for 1971 are 
OECD ‘“‘forecasts’’ as of July 1971). This information has important uses in 
assisting member countries to assess their individual economic circumstances 
and prospects in the light of economic developments and prospects in other 
countries, and to make whatever adaptations or adjustments to their own 
policies that may be deemed to be necessary. It may be noted that the United 


7 See, for example, Samuel Hays, National Income and Expenditure in Britain and 
the OECD Countries, Heinemann Educational Books Ltd., London, 1971, p. 96. 

8 Organisation for Economic Co-operation and Development, Expenditure Trends in 
OECD Countries, 1960-1980, OECD, Paris, 1972. 

9 Edward F. Denison (assisted by Jean-Pierre Poullier), Why Growth Rates Differ: 
Post-War Experience in Nine Western Countries, The Brookings Institution, Washington, 
1967. 

10 See, for example, the table of comparative tax ratios in the December 1972 issue 
of the OECD Observer, published by the Organisation for Economic Co-operation and 
Development. See also Revenue Statistics of OECD Member Countries, 1968-1970, A 
Standard Classification, OECD., Paris, 1973. 
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TABLE 13-1. Growth Rates of Real Gross National Product in the 
Area covered by Member Countries of the Organization 
for Economic Cooperation and Development 


Average 
growth 
: rate, Annual growth rate 
Weights nine-year 
in period, 
total! 1958-59 
to 
1967-68 1969 1970 19712 
(1) (2) (3) (4) (S) 
% per cent change from previous year 
WinitedsStates vg sn-ememe an ern 51.0 4.6 2.8 — 0.4 3.0 
Canadas elas eh. oem cee Sal 4.8 Sel 3.3 5.0 
Japan gw gpackn cess ck eee 8.3 11.0 11.9 10.9 8.0 
BranCes sas wee emoe eee cane 7.4 5.6 tell 5) Sys) 
Germanyan- eee ee 8.0 4.8 8.1 4.9 3.5 
Italy. 3a Geers ie ners 4.4 537 6.1 So 3.0 
Wnitediking donee seine 6.3 3h 7) es8, 2.0 O55, 
Total, seven major countries . . 89.1 5.3 4.8 2.3 3.7 
Other Northern European coun- 
{LIES 2A bern te, Bon, eae ietess be 7.9 52 3a 
Other Southern European coun- 
rics TAT stk aye a aks 3.0 G22 6.5 
Total, all OECD countries9. . 


1 Member countries’ GNP for 1969 in current prices converted into United States dollars at 1969 
rates of exchange. 

2 OECD forecast for 1971. 

3 Austria, Belgium, Denmark, Finland, Iceland, Ireland, Luxembourg, Netherlands, Norway, 
Sweden and Switzerland. 

4 Greece, Portugal, Spain and Turkey. 

5 Australia and New Zealand became members of the OECD in 1971 and 1973 respectively. 
These two countries are not included in the totals of this table. 

Source: OFCD Economic Outlook, July 1971, Organisation for Economic Co-operation and 
Development, Paris. 


States accounts for over 50% of the output of the OECD area (Column 1) and 
that developments in that country are a dominant factor in the growth of 
output for the OECD area as a whole. Canada accounts for only about 4% of 
the output of the OECD group of countries.! ! 


Table 13-2 shows the composition of expenditures on Gross National 
Product in the majority of the member countries of the OECD.!2 It will be 
apparent that among the countries shown, Japan has the highest ratio of fixed 


11 The combined Gross National Products of the OECD countries in 1970 amounted 
to $2,040 billion, in United States dollars at 1970 exchange rates. Canada’s Gross National 
Product adjusted to a comparable basis and expressed in U.S. dollars amounted to $76 
billion, or 3.7 per cent of the total. (Source: National Accounts of OECD Countries 
1960-19705 OECD, Paris 419 120102) 


12 Greece, Portugal, Spain and Turkey are omitted from this table. 


— 327 - 


TABLE 13-2. Composition of Expenditures on Gross National Product at 
Current Market Prices in Selected Member Countries of the 
Organization for Economic Cooperation and Development 


As percentages of Gross National Product at market 
prices, 1967-69 averages 


Public 
consump- 
(sat Fixed investment 
Private ment Ex- Im- 
consump-+ current ports | ports Total 
tion expendi- of i Change Gross 
(con- ture on goods | goods | . Na- 
sumer goods and j Non- and and_ | Imven- | tional 
spending)| services) Resi- |! resj- | Ma- envaalliaety a ene: Ui bto- 
den- | den- | chine- ices ices duct 
= tial tial AY Total 
None | Cons cone and 
Fahne] S02 Wlitaae SEN lee 
fence tion 


(1) (2) G3) (4) (S) (6) (7) (8) (9) qo) | dd) 


Seven major countries: 


WnitediStates ae eee 61.2 9.0 THES: 3S 6.3 6.8 16.6 5.8 5.4 0.9 | 100.0 
Canada pate tereesnor tts 60.7 Bat 12.0 39) 11.4 By? 24.6 | 23.7 24.9 1.0 | 100.0 
Japanivebao ott 3 hase 52.1 8.4 6.9 27.0 33.9 ym 10:9 10.1 4.7 | 100.0 
Hance) atecps ey eia paces iets 60.6 Sed) 8.7 6.9 7.8 10.5 Pepe | eral) 14.7 1.9 | 100.0 
Germanyieaematc) 2 Geno. 56.2 3.4 12.4 5.4 7.8 10.3 23°69 23-0 20.0 1.4 | 100.0 
Italy operat aif te tage, Sh ae 63.8 3.8 9.6 6.6 6.2 6.8 19.7 | 19.4 17.0 0.7 | 100.0 
Wnited Kingdom. aero 62.8 5.4 12.6 35) S51 8.6 iV7/ES) || Aa 22.0 0.6 | 100.0 
Other Northern European 

countries: 

ACUStTIAS cette co ce ee 58.5 1.3 11329) 44 1.9 Hates) 2329 26.9. Efe) 3.3 | 100.0 
Belgium(s sr bee ce 62.8 2.8 11.1 Se iss 8.1 DATS a4 eS 40.8 1.1 | 100.0 
Denmarkare-cotemr wea coe 62.7 2.6 15.0 4.8 74 a2 21-44, 29.0 30.9 0.2 | 100.0 
Binland< yee. tc eaeienee: See5) 1.6 14.8 5.4 10.4 i) DS Taleo 4. 24.6 4.5 | 100.0 
Teeland ahh. sch aict sees 66.2 _ 9.9 6.5 16.1 6.5 29.1 38.4 | 43.5 | —0.1 | 100.0 
relanidecunues ecke crew ones 69.2 0.8 12.0 38) U2? 9.3 20.4 | 39.1 42.4 0.8 | 100.0 
LUXen DOULSpemene Cueto one 58.7 1.0 10.6 8.7 2 6.7 24.7 | 81.0 76.1 0.2 | 100.0 
Netherlandsia cma) isan 56.4 3.4 12.4 5) OES) 10.8 25.8 | 46.6 46.3 1.7 | 100.0 
NOrwavies aavaee opis < ie 54.5 3:5 14.3 4.8 9.6 13.0 27.4 | 42.8 | 42.6 0.1 | 100.0 
Sweden vaso oe) oe eset Doro 3) 16.9 6.1 9.8 8.0 23.9 a2 3.0 23.6 0.3 | 100.0 
Switzerland see eee $8.2 i. 9991 hive 6.3 10.1 8.9 Bs) || SL 31.8 0.7 | 100.0 


1 Figures may not add exactly due to rounding and the fact that the residual error of estimate is not included in the 


Table. 
Source: Expenditure Trends in OECD Countries, 1960-1980, Organisation for Economic Cooperation and Devel- 
opment, July 1972, p.18. 


investment to Gross National Product (Column 7) and the lowest ratio of 
private consumption to Gross National Product (Column 1). The United States 
assigns a larger part of its Gross National Product to defence expenditures than 
any other country (Column 2), and has the lowest ratio of fixed investment to 
GNP. Many countries are heavily dependent on exports, in some cases with 
over 40% of all goods and services produced being sold in export markets 
(Column 8), but in the United States exports account for only about 6 per 
cent of Gross National Product. In all countries, consumer spending is the 
largest single component of national expenditure, accounting for over one-half 
of total Gross National Product in the countries shown in the table. This type 
of information, which sheds light on the principal structural differences 


— 328 — 


between various national economies, is of considerable interest in explaining 
how the world economy functions in terms of resources allocated to private 
consumption, public consumption, investment, or international trade. 


TABLE 13-3. Gross National Product at Market Prices, per Capita, 
in United States Dollars, OECD Countries 


At current prices and current exchange rates 


Country 1960 1965 1970 

WinttediS tate stents aces aoe sar en mene ee 2,830 3,580 4,830 
Canad ae ae ae cae et Rea ak Lo ce a ree 2,080 2,450 3,550 
Japan % Sue oes tases eee eee eee ei ee, 460 900 1,910 
AUStiiage aotearoa ee are ae 890 1,320 1,940 
Beloiuin? patcviskee Sata eh eae Cae | PSO 1,800 2,670 
Luxembourg. cweae en cae. chore ee ees 1,570 2,000 2,940 
Denilarkweys pace ote een eee 1,290 2,130 3,160 
inlaid. «389 . io hans: ty Le Cee. eee 1,110 1,740 2020") 
Frances pawie wi acs Arey ae ee ed eon 1,340 2,040 2,910 
Germany) spiel. ema eae ea a ae 1,300 1,950 3,030 
Gree cea ts Te okt OMe SY ane Bae ee 420 680 1,060 
COLA CINE) f Mrsucee cee ares ote Sa ee eee 1,380 DSTY 2,340 
roland Bese cog. <aee eee Ro eek 650 970 1F32.0 
Ttalyatageut es Gch ee oan eee oe 700 1,110 1,700 
Netherland's¥).¢crssss, Seed Cee eee 980 1,560 2,400 
INOEWAViGis sa avons uch cd eee ee ees 1,260 1,880 2,930 
PoOrtusaliy tis Shute ee. aA a ee eee ee 280 400 640 
SPaltie §. cat esten ecg emerge eo eee ae 340 670 950 
SWed Crees tole cht Pe eee 1,740 2,660 3,840 
SwitZerlande. 5s teen Beet hee tk. Sera 1,590 2,330 3,230 
GUEKCVig esac neete | ES cd cearee ee meron c Pameiet 190 260 350 
Winitedikxinod one n- wena en S70 1,840 2,170 
Yugoslavia, Gogaivas nit oteaakes oesuraets eacake Laks 580 510 

‘Lotals/ Seer kaecae cat oes ieee eos 1,470 2,030 2,910 
I 


Source: National Accounts of OECD Countries, 1960-1970, Organisation for Economic Co- 
operation and Development, Paris, 1972. All the estimates used for the construction of these totals follow 
standardized definitions, and the totals are measured in United States dollars at the exchange rate 
prevailing in the particular year. It is emphasized however, that exchange rates used to convert national 
currencies into U.S. dollars do not necessarily reflect the relations between the internal purchasing power 
of currencies in the various countries. Consequently, the estimates may tend to distort comparisons of 
relative levels of real purchasing power among countries. They should be considered essentially as useful 
approximations. 


Table 13-3 simply shows Gross National Product per capita in 
twenty-three OECD countries, expressed in United States dollars and 
converted at official exchange rates. In 1970, the United States and Sweden 
were the two countries with the highest per capita Gross National Products. As 
will be explained later, however, it is important to note that there is no 
necessary equivalence between exchange rates and the actual internal 
purchasing power of national currencies within countries. The figures must be 
interpreted with this reservation in mind, as explained in the footnote to the 
table. 
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Problems in International Comparisons 


While many countries now produce National Income and Expenditure 
Accounts, in many cases the concepts, definitions and underlying classification 
frameworks differ significantly from country to country. Most often these 
differences reflect different institutional arrangements and practices in the 
various countries. As a result, before one can begin to make international 
comparisons based on National Income and Expenditure data, it is necessary 
to ensure that the basic concepts, definitions and classification systems are 
uniform and comparable. In this respect, a great deal of progress has been 
made in recent years. In 1953, the United Nations produced a standardized 
System of National Accounts and Supporting Tables aimed at providing a 
coherent framework for recording the main flows relating to production, 
consumption, investment, and external trade. This system was essentially a 
step toward setting out a clearly defined structure around which the statistical 
information needed to analyse the economic process in its various aspects 
could be organized and related. Many countries have been encouraged to build 
their own systems of National Income and Expenditure Accounts around this 
basic framework, and over the post-war period there has evolved a large degree 
of agreement and comparability in the way in which member countries 
prepare and present their Accounts. The Organisation for Economic 
Co-operation and Development has also been instrumental in promoting the 
development and use of a uniform and standardized system of National 
Accounts based on the U.N. Standard System. In 1968, the United Nations 
published a revised System of National Accounts based on experience in 
working with the old SNA, and incorporating modifications to clarify concepts 
and definitions beyond what had been possible earlier. 


Despite these considerable efforts, and a significant degree of progress in 
promoting international comparability, there still remain a good many 
problems in making direct comparisons of the official statistics published by 
individual countries. As a service to member countries, both the United 
Nations and the Organisation for Economic Co-operation and Development 
therefore publish adjusted country estimates which have been converted 
(insofar as possible) toa standardized, uniform, and comparable basis. These 
standardized estimates are essentially based on the framework outlined and 
recommended in the United Nations System of National Accounts. Every 
effort has been made in adjusting these official estimates of the various 
countries to present them in a form designed to facilitate international 
comparability. Where important differences in concept, scope, coverage and 
classification remain, they are described in notes which accompany the tabular 
material. The United Nations material is published in the Yearbook of 
National Accounts Statistics, issued annually by the Statistical Office of the 
United Nations. In addition, the Organisation for Economic Co-operation and 
Development publishes a regular series, National Accounts of OECD Countries, 
which brings together the National Accounts statistics for OECD member 
countries on a comparable basis. These international tables are prepared from 
statistical information reported to the United Nations and the OECD by 
member countries in answer to an annual economic statistical questionnaire 
based on the United Nations System of National Accounts. The statistics 
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published in the OECD reports follow the concepts and definitions adopted in 
the United Nations System.! 3 


Once the official country estimates of National Income and Expenditure 
have been adjusted to uniform, comparable concepts and definitions, it 
becomes possible to make certain types of comparisons between countries — 
comparisons of the structure of demand and of the shares of Gross National 
Product going to the major expenditure categories; comparisons of the 
composition of the National Income and of the industrial structure of Gross 
Domestic Product; and comparisons of rates of growth among the various 
countries. These types of comparisons, expressed in terms of structural shares 
or rates of growth, can be carried out in terms of each country’s own 
national currency, and it is not necessary to convert the data to a common 
unit of valuation, (see Tables 13-1 and 13-2 for examples). However, if one 
wishes to combine the Gross National Products of the different countries, or 
to compare the absolute levels of the various components, the data must be 
converted to some common unit of valuation. The United Nations Yearbook 
of National Accounts Statistics presents estimates of total and per capita Gross 
Domestic Product for member countries (and of total and per capita national 
and disposable income), expressed in United States dollars at official exchange 
rates.14 The OECD also provides tables of Gross National Product at Market 
Prices and Gross National Product per Capita for member countries (as well as 
a good many combinations and re-arrangements of the data), expressed in U.S. 
dollars converted at official exchange rates.15 It is emphasized by both of 
these agencies that there are major problems of comparability involved in 
converting estimates expressed in each country’s individual currency to a 
common basis of valuation (i.e., U.S. dollars) using exchange rates. The reason 
for this is that the exchange rate between any two countries does not 
necessarily reflect the relationship existing between the internal purchasing 
power of the currencies in the two countries. Exchange rates can be affected 
by many factors unrelated to internal price levels including international flows 
of capital and temporary swings in current account balances brought about by 
demand management policies or various types of controls. In addition, in most 
countries that part of production which is traded internationally represents only 
a small — sometimes a very small — part of Gross National Product so that the 
exchange rate is applicable only to a part of the country’s total economic 
production (see Table 13-2).1¢ 


13 While member countries have accepted in principle to apply the new system of 
National Accounts adopted by the 15th Session of the Statistical Commission of the United 
Nations with the support of the OECD, in practice very few countries are yet in a position 
to supply data according to the new revised SNA for a period of more than 3 or 4 years. 
Therefore, much of the statistical information relating to member countries is still given 
according to the old standardized system. 

14 United Nations Statistical Office, Yearbook of National Accounts Statistics 1971, 
Volume III, New York 1973, pp. 3-16. 

1S Organisation for Economic Co-operation and Development, National Accounts of 
OECD Countries, 1960-1970, OECD, Paris, 1972, p. 10 and pp. 17-39. 

16 Alternative methods for making international comparisons of national and 
domestic product have been developed, although owing to the practical complexity of the 
procedures involved they are not at present in widespread use. For a discussion of this 
matter, see Milton Gilbert and Irving B. Kravis, An International Comparison of National 
Products and the Purchasing Power of Currencies, OQEEC, Paris, 1954; and Milton Gilbert 
and Associates, Comparative National Products and Price Levels, OEEC., Paris, 1958. An 
International Comparison Project designed to establish systematic procedures for making 
international comparisons of Gross Domestic Product and of the purchasing power of 
currencies is presently being carried out by the U.N. Statistical Office in cooperation with a 
group at the University of Pennsylvania which has been financed mainly by the Ford 
Foundation. 
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Canada-United States Comparability 


Since the United States is Canada’s most important trading partner, 
comparisons of the structures of the two economies and of the rates and 
patterns of economic growth are frequently made between the two countries. 
These comparisons have been greatly facilitated by the adoption of closely 
similar organizing frameworks and almost identical national accounting 
concepts and definitions in the two countries. As was noted in Chapter 1, in 
1944, representatives of the statistical agencies of the United States, Canada, 
and the United Kingdom met in Washington to exchange views on the design 
and presentation of national income accounts, and a large measure of 
agreement on concepts and definitions was reached at that time. Since then, 
there have been frequent and continuing interchanges of views between the 
two countries, and the development of Canada’s National Income and 
Expenditure Accounts in the post-war years has been strongly influenced by 
the parallel work which has been going on in the United States. 


The present United States national income accounting system consists of 
five summary accounts — National Income and Product Account, Personal 
Income and Outlay Account, Government Receipts and Expenditures 
Account, Foreign Transactions Account, and Gross Saving and Investment 
Account — along with many supporting tables providing a large amount of 
underlying detail. The most current data on the United States National Income 
and Product Accounts are published in the regular issues of the Survey of 
Current Business (U.S. Department of Commerce),!7 with the July issue 
generally containing the latest revisions to the data for recent years. The 
historical data can be found in the Supplement to the Survey of Current 
Business of August, 1966, The National Income and Product Accounts of the 
United States, 1929-1965 Statistical Tables. 17 


Despite the close similarities in basic approach and underlying concepts, 
there are some differences in definition and presentation between the 
Canadian and United States national income statistics which the user should be 
aware of. For the most part, these differences occur in areas related to the 
treatment and presentation of data for government and government business. 
enterprises. Perhaps the most significant difference — and one where 
adjustments to achieve comparability are readily made — is the way in which 
gross fixed capital formation of general government is handled. In the United 
States accounts, all fixed capital spending on new construction and machinery 
and equipment by government is included with government expenditure on 
goods and services. In the Canadian accounts, these amounts are shown as 
government gross fixed capital formation. (In addition, for consistency, in the 
Canadian accounts capital consumption allowances on government fixed assets 
are included in Gross National Product and Expenditure.) At the same time, in 
the United States accounts the capital expenditures of government business 
enterprises (both fixed capital expenditure and inventory change) are classified 
to government expenditure on goods and services, whereasinthe Canadian 
accounts these amounts are included with business capital formation. 


There are other less significant differences. In the United States accounts, 
interest on the public debt is shown on a net basis (i.e., after deduction of 


17 Available from the Superintendent of Documents, U.S. Government Printing 
Office, Washington, D.C. 
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interest received by government) whereas in the Canadian accounts interest on 
the public debt is shown on a gross basis. Also, in the United States accounts 
the profits of government business enterprises are treated as “negative” 
subsidies (i.e., as an offset to subsidy payments by government), whereas in 
the Canadian accounts such profits are included as a part of factor income 
originating in the corporate and government business enterprise sector. In 
addition, in the United States accounts, these profits which are treated as 
negative subsidies are calculated before deduction of depreciation charges and 
interest payments. As a result, depreciation charges of government business 
enterprises are not included in capital consumption allowances in the United 
States accounts, and interest payments by government business enterprises are 
not regarded as interest payments by business. 


The concept of Personal Income is also slightly different between the two 
countries. In Canada, employer and employee contributions to social 
insurance and government pension funds are included as a part of Personal 
Income on the income side, and are regarded as a part of current transfers to 
government (taxes) on the outlay side of the persons and unincorporated 
business account. In the United States, employer and employee contributions 
to social insurance and government pension funds are not included in Personal 
Income, and are not therefore shown on the disposition side of the Personal - 
Income and Its Disposition account. These differences in treatment affect the 
levels of Personal Income between the two countries, but they do not affect 
the estimates of Disposable Income, personal net saving, or the savings ratio 
(personal saving as a percentage of disposable income). 


With the exception of the treatment of government gross fixed capital 
formation (which can be added to government current expenditure on goods 
and services in the Canadian accounts to achieve comparability) and the 
Personal Income estimates, these differences in the official statistics are not 
regarded as sufficiently significant to invalidate comparisons of structural 
shares and patterns of growth between the two countries. But the user may 
also wish to consult for this purpose the standardized tables published in the 
reports of the United Nations and the Organisation for Economic Co-operation 
and Development. 


The United Nations System of National Accounts 


The first and subsequent editions of the United Nations System of 
National Accounts and Supporting Tables (SNA) published in the 1950’s 
provided a basic framework for organizing and reporting national income and 
product statistics. The elaboration and extension of work in the field of 
national accounting, and the construction of more detailed systems in a 
number of countries, led to the publication by the United Nations in 1968 of a 
new, more comprehensive System of National Accounts to encompass these 
later developments. This new System constitutes a broader framework for the 
development of a fully integrated set of economic accounts. The traditional 
income and expenditure accounts are extended to include input-output tables, 
financial flow accounts, and as far as possible, comparable constant price data. 
Although other aspects of the System, such as national balance sheets, are left 
for later development, links are provided so that they can be added. 
Experience in using the old SNA has also led to improvements in presentation 
and to the clarification of some of the issues relating to concepts and 
definitions. 
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The new System, like the former, is designed to provide international 
guidance to national statistical organizations in the development and extension 
of their national economic accounts and underlying systems of basic statistics. 
It is designed also to serve as the basis for the reporting of comparable national 
accounting data to international organizations, and to provide international 
guidelines and standards in respect of more specialized bodies of economic, 
financial and other statistics. It is recognized, however, that it will be a number 
of years before many countries will be able to present their national statistics 
on the basis of the complete system as proposed in the United Nations report. 


In the development and integration of the Canadian System of National 
Accounts, an attempt has been made to come as close to the United Nations 
System as the statistical source material, analytical requirements, and Canadian 
custom and usage permit. Many of the definitional changes introduced in the 
new Canadian National Income and Expenditure Accounts — for instance, the 
new treatment of government capital formation; the elimination of net 
imputed rent on government-owned assets; the new classification system for 
consumer expenditure; the treatment of the profits of liquor commissions as 
indirect taxes; and the revised treatment of withholding taxes and bad debt 
allowances — were all made to accord more closely to internationally 
recognized concepts and practices as recommended by the United Nations. 
The structure of the Canadian sector accounts was changed in order to provide 
a framework for the closer integration of the constituent parts of the Canadian 
System of Accounts, along the lines of the United Nations recommendations. 


Despite these accommodations, a number of conceptual and 
presentational differences remain. For example, the Canadian National Income 
and Expenditure Accounts continue to feature the “national’’ concept in the 
main summary tables, although the “domestic” concept (as followed in the 
United Nations System) is featured in the consolidation of the sector accounts. 
Data difficulties have also prevented the full sectoring system proposed by the 
United Nations. The Canadian system has retained the established treatment 
of imputed banking services. And there are other differences. For purposes of 
international comparability, adjustments are made, where possible, to the 
officially published Canadian estimates in the annual submissions made each 
year to the United Nations and to the Organisation for Economic Co-operation 
and Development. 
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CHAPTER 14 


NOTES ON AUXILIARY TABLES 


Introduction 


This final chapter on the annual estimates is essentially a gathering up of 
residual matters which were not covered in earlier chapters of this report. It 
consists essentially of descriptive notes on three sets of ancillary tables which 
are designed to show the content and supplementary detail underlying certain 
basic component estimates: 


(a) Detail of Personal Expenditure on Consumer Goods and Services — 


(i) In Current Dollars (Table 53 of Volume 1); 
(ii) In Constant (1961) Dollars (Table 54 of Volume 1); 


(b) Detail of Imputed Items Included in Gross National Product and 
Expenditure (Table 55 of Volume 1); 


(c) Analysis of Corporation Profits: Corporate Taxes, Dividends Paid Out, 
Current Transfers to Persons, and Undistributed Corporation Profits 
(Table 56 of Volume 1). 


Personal Expenditure on Consumer Goods and Services 
(Tables 53 and 54 of Volume 1) 


As was noted in Chapter 2, the estimates of personal expenditure on 
consumer goods and services have undergone very major revisions since the old 
Brown Book series. Not only have there been statistical revisions and 
definitional changes which have affected the total, but the whole internal 
structure of the personal expenditure estimates has been re-arranged. It is this 
internal re-arrangement of the classificatory detail underlying the estimates 
with which this section is principally concerned. 


The new classification system for presenting the detail of personal 
expenditure on consumer goods and services is shown in Tables 53 and 54. 
These new classificatory arrangements were introduced essentially to conform 
in broad outline to the United Nations recommended classification of 
household goods and services as set out in A System of National Accounts.: It 
will be noted in Tables 53 and 54 that there is a “break” in the series between 
the two periods 1926-46 and 1947 to the present. As explained in Chapter 2, 
the second stage statistical revisions which followed publication of the “Green 
Book” (August 1969) were not carried back to the 1926-46 period. In 
addition, the desired classificatory system based on the United Nations 
recommendations could not be as fully developed for this earlier period as for 
the more recent period, with the result that the detail is less complete (47 
items as compared with 53 items) and the nomenclature is accordingly 
somewhat different than for the period from 1947 to the present. 


1 Statistical Office of the United Nations, New York, 1968, p. 105. 
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The major single change from previous practice which is involved in 
applying the United Nations classification system has been the introduction of 
a new category for “‘semi-durable’’ goods, and the elimination of many items 
from the former “‘non-durables” goods group. Changes in the classification of 
some durable goods as well as some service items have also been involved. A 
number of the principal differences between the old and new system are set 
out in Table 14-1. 


TABLE 14.1. Some Principal Differences Between “Old” Brown Book 
Classification of Personal Expenditure and the “New” Classification 
adapted from United Nations System 


1. Creation of a new category of “‘semi-durable goods” which includes: 


men’s and boys’ clothing, 

women’s and children’s clothing, 

footwear and repairs, 

semi-durable household furnishings, (ie. Household textiles, glassware, tableware, etc.), 
books, newspapers and magazines, 

jewellery, watches and repairs. 


These items were formerly assigned mainly to the non-durable goods category, with jewellery and 
watches being assigned to the durable goods group. 


2. Expenditure on electricity, and on gas, formerly classified to the service group, is now classified to the 
non-durable goods category. 


3. Automobile repair charges, formerly classified to services, are now classified to the durable goods 
category; other repair charges are similarly classified to the category of the group in which the object 
repaired belongs. 


4. Expenditures on food in restaurants and hotels, formerly classified to non-durable goods expenditures, 
are now Classified to services. (In the former classification, outlays on restaurant and hotel meals were 
arbitrarily divided between expenditures on food (non-durables) and the services content (services)). 


5. Provincial and local sales taxes, formerly unallocated, are now distributed over the respective categories 
to which they apply. 


6. The large miscellaneous non-durable goods category, formerly a major “unallocated” item in the Table, 
is now assigned to specific categories within the durable, non-durable and semi-durable goods groups. 


7. Beginning with the year 1961, expenditures of non-profit hospitals, formerly included as personal 
expenditure on hospital care services, are transferred to government current expenditure on goods and 
services in line with the introduction of universal government-administered hospital care insurance. In 
addition, as various government-administered medical care service plans have come into effect, personal 
expenditures on medical care -services have progressively shifted to government current expenditure on 
goods and services (see Chapter 6). These changes are “definitional” and do not basically result from 
the use of a new classificatory system for organizing the detail of consumer expenditures. But since 
these ‘definitional’ changes nevertheless affect the classification of consumer outlays in a significant 
way, they are again noted here for the record. 
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In applying the United Nations classification system, a number of 
departures from the recommended treatment have necessarily had to be made. 
These have arisen either because suitable Canadian data were not available to 
permit the required breakdowns to be carried out or because in some cases 
observation and practice suggested that an alternative treatment was more 
appropriate and useful in the context of Canadian experience. An example of 
the first case involved the inclusion of “‘writing and drawing equipment and 
supplies” in the “recreation” category rather than in the ‘“‘goods not elsewhere 
classified’? category as recommended by the United Nations. In this case, 
suitable data were not available to break out the requisite information, and the 
writing and drawing equipment and supplies group was left as part of the 
major category “reading and writing material’? which is assigned to the 
recreation group. An example of the second type of departure from United 
Nations usage was the classification of motorcycles and bicycles to 
“recreation” rather than “transportation”. In this case it was felt that in 
Canada the principal use element of these particular goods was more strongly 
on the side of recreation than transportation and the classification was carried 
out accordingly. Other, similar-type examples of departures from the United 
Nations system could be noted, but these will serve to illustrate the nature of 
the decisions which have had to be made in adapting the U.N. system to 
Canadian circumstances. 


Table 54 of Volume | is simply the constant dollar counterpart of Table 
53, with the amounts expressed in terms of 1961 constant dollars. All of the 
comments which apply to Table 53 are also applicable to this table. 


Imputed Items included in Gross National Product and Expenditure 
(Table 55 of Volume 1) 


It was observed in Chapter 2 that there are a number of transactions 
included in the National Income and Expenditure Accounts which do not 
pass through the money-exchange economy but which nevertheless represent 
the production of useful goods and services. A value is therefore “imputed” to 
these transactions and they are counted as part of the nation’s economic 
production in measuring Gross National Product and Expenditure. In general, 
such “‘imputations’’ are made only in situations where the transactions have a 
counterpart in, or are closely similar to, activities taking place in the 
money-exchange economy so that there exists a reasonably satisfactory basis 
for placing a value on such transactions. 


At various points in the preceding chapters — notably in Chapters 5, 6, 
and 7 — the nature of these imputations has been described in the context of 
the discussion of the estimates underlying the sector accounts. Table 55 of 
Volume | simply draws together in convenient summary form all of the 
various imputations which are made throughout the National Income and 
Expenditure Accounts so that the reader can obtain a broad overall view of the 
‘‘non-money exchange transactions” which are included in the system. In 
1961, the total value of these “imputations” amounted to $2,212 million, or 
5.6% of Gross National Product. 


Imputed Food Expenditures (Table 55, lines 1 and 2) 


The value of farm products consumed directly in farm households is 
included in Gross National Product and Expenditure on the basis that such 
production is part of total farm output, and it is appropriate to count it asa 
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part of economic production irrespective of whether it is sold for cash or 
consumed in kind. The estimate of food consumed on the farm by farm 
proprietors is included on the income side as part of the calculation of accrued 
net income of farm operators from farm production, and on the expenditure 
side, as a part of personal expenditure on consumer goods (food). 


Other imputations under the heading of “‘food”’ include food provided to 
employees in lieu of wages (i.e., income in kind), in such industries as 
agriculture, forestry, water transportation, hospitals, religious institutions, and 
domestic service. These amounts are included as a part of the wage and salary 
estimates on the income side of the Accounts, and as a part of personal 
expenditure on consumer goods on the expenditure side. Food supplied “free” 
to the Armed Forces is also regarded as employee income and is included, on 
the income side, with military pay and allowances. 


Imputed Shelter Expenditures (Table 55, lines 3 and 4) 


An imputed rent on owner-occupied housing — both farm and non-farm — 
is made in the Accounts on the basis that the owner-occupier is the 
beneficiary of the services rendered by the building in the same way a 
landlord would receive rent from a tenant for the services of the same building. 
In effect, the owner-occupier is considered to be in the real estate business, 
receiving rental income as a landlord which is paid by himself as a tenant. The 
imputed “net rent’ figure appears on the income side of the Accounts as a 
part of net rental income of persons. It appears on the expenditure side as a 
part of personal expenditure on gross imputed rent. Since an imputation is also 
made to cover the capital consumption allowances (depreciation) on 
Owner-occupied dwellings, these latter amounts are also included in personal 
expenditure on gross imputed rent on the expenditure side of the Accounts. 


As in the case of food, an imputation is made for the value of lodging 
provided to employees in lieu of wages, on the basis that this represents a 
payment for productive services rendered. On the income side, the amounts 
are included in wages and salaries. On the expenditure side, they are included 
in personal expenditure on “other lodging”. 


Other Imputed Items included in Personal Income and Expenditure (Table 55, 
line 5) 


There are a number of other imputations made in the Accounts which 
are included in both Personal Income and Personal Expenditure on consumer 
goods and services. These imputations cover clothing issued to members of the 
Armed Forces, wood fuel cut and used on farms, and the estimated value of 
services rendered by banks and other financial intermediaries to persons 
without specific charge. This latter imputation is described in detail in Chapter 
if 


Imputed Government Consumption of Own Capital (Table 55, line 7) 
In this revised system of Accounts, government fixed capital expenditures 


are now treated as a part of gross fixed capital formation. To accord with this 
new treatment, an imputation is made to provide for the current consumption 
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(depreciation) of government capital assets. These amounts are included with 
government current expenditure on goods and services on the expenditure side 
of the Accounts, and with capital consumption allowances and miscellaneous 
valuation adjustments on the income side. In addition to being shown in Table 
55 of Volume 1, the figures also appear in Table 18, line 2, and in Table 43, 
line 87. 


Analysis of Corporation Profits 
(Table 56 of Volume 1) 


Table 56 is designed to show the various ways in which corporation 
profits before taxes are distributed — as taxes paid out or owing to 
governments, as dividends paid out to non-residents and to Canadian persons, 
as current transfer payments to persons, and as saving in the form of 
undistributed profits. The table is largely self-explanatory, and the component 
estimates shown in it have been described elsewhere in this report. The 
following notes are therefore abbreviated and serve mainly to provide 
cross-references to material presented in earlier parts of the report. 


Corporation Profits Before Taxes and Before Dividends paid to Non-residents 
(Table 56, line 1) 


This aggregate is one of the principal components of National Income and 
Gross National Product, as set out in Table 1, line 3 of Volume 1. The basic 
concept is described in Chapter 3, and the sources and methods underlying the 
estimates are described in Chapter 7. 


Corporation Income Tax Liabilities (Table 56, line 2) 


These figures are derived as a part of the revenue estimates of the 
government sector income account, and are given in Table 16, lines 5 and 6. It 
should be noted that taxes on government business enterprises are not 
included with these figures — the figures relate to taxes on corporation profits 
only. The sources and methods underlying the estimates are described in 
Chapter 6. 


Dividends paid to Non-residents (Table 56, line 8) 


This estimate ($622 million in 1961) represents that portion of corporate 
earnings which is paid out as dividends to non-residents, as shown in Table 1, 
line 4, National Income and Gross National Product. The amount forms a part 
of total interest, dividends and miscellaneous investment income paid abroad 
($1,022 million in 1961)2 as set out in Table 24, the non-resident sector 
income account, lines 4 and 5. All of this information is based on Balance of 
Payments sources as described in Chapter 8. 


2 It may be: noted that this amount of $1,022 million in 1961 forms a part of the 
reconciliation between Gross National Product and Gross Domestic Product as shown in 
Tables 4-2 and 4-3 of Chapter 4. 
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Dividends paid to Canadian Residents (Table 56, line 10) 


The sources and methods underlying the calculation of dividends paid to 
Canadian resident persons are described in Chapter 7. The way in which these 
estimates fit and are reconciled with the other elements of investment income 
in the National Accounts is portrayed in Tables 7-2 and 7-4 of Chapter 7. 
Since the estimates in the investment income area involve a greater degree of 
complexity than in most areas of the Accounts, the relationships between the 
different components is set out in considerable detail in Tables 7-2 and 7-4. 


Current Transfers to Persons (Table 56, lines 11 and 12) 


These consist simply of charitable and other contributions from 
corporations to persons, and of bad debt write-offs which are regarded as a 
form of income transfer from corporations to persons (see Chapter 3). Since 
they have the effect of reducing the retained earnings of corporations, they are 
deducted in Table 56 in arriving at the figure of undistributed corporation 
profits. 


The sources and methods underlying the estimates are described in 
Chapter 7. 


Undistributed Corporation Profits (Table 56, line 13) 


This is the amount of corporate saving out of profits after provision for 
taxes, distribution of dividends, and current transfers made to persons. The 
figures appear in Table 21, line 10 (corporate and government business 
enterprises account — outlay), and in Table 22, line 1 (the capital finance 
account of the corporate and government business enterprise sector). 
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CHAPTER 15 


THE QUARTERLY FRAMEWORK: CONCEPTS, DEFINITIONS AND PROBLEM AREAS 


Introduction 


Annual estimates of Gross National Product and Expenditure provide an 
essential guide to public policy and business decision-making, but they suffer 
from two major limitations. The first of these is that the information becomes 
available only at intervals of a full year, which means that action taken in 
response to a changed situation may come very late.! The second limitation is 
that the annual figures are in effect annual averages which tend to mask and 
conceal changes in direction and shifts in patterns of income and outlay taking 
place within the year. The identification of such intra-annual changes in 
direction or in composition is crucial to the analysis and understanding of the 
forces affecting the underlying cyclical performance of the economy. Annual 
averages are simply too broad to fully reveal the nature of cyclical 
developments. 


The development of .quarterly estimates of National Income and 
Expenditure in the early 1950’s was designed to overcome these limitations — 
to reduce the time lag with which information on the broad course of the 
economy became available from 12 months to 3 months — and to provide an 
array of intra-annual quarterly information with which to monitor and analyse 
more clearly the cyclical fluctuations of the economy. The first basic 
document on the quarterly estimates was published in the fall of 1953 with 
the report National Accounts, Income and Expenditure, by Quarters, 
1947-1952; since that time, quarterly estimates have been prepared and 
published regularly each quarter. 


It is emphasized that, except for the time interval involved, the objectives 
of both the quarterly and annual estimates of Gross National Product and 
Expenditure are identical — that is, to measure the value of goods and services 
produced by Canadian residents in a given period (a quarter or year) and to 
portray the interrelated structure of transactions which underlies this 
productive activity. Thus, the broad conceptual framework upon which the 
quarterly estimates are built is identical to that for the annual estimates. This 
basic conceptual system is described in Part I of this report and is not further 
elaborated here. However, there are a number of special problems which arise 
when this basic conceptual system is translated into a set of quarterly 
estimates. The purpose of this chapter is to describe the nature of these 
problems which are peculiar to the quarterly estimates. 


1 It has been pointed out that there are in fact three types of lags operating to affect 
the timing with which policy decisions can have an impact on the economy. The first of 
these is the “recognition” lag, reflecting the time which elapses before statistical 
information becomes available and it is recognized that a change in the course of the 
economy is under way. The second lag is the “action” lag, or the time which elapses 
between the recognition of a change of course in the economy and the taking of some form 
of appropriate action. The third type of lag is the “impact”’ lag, or the time which elapses 
between the taking of compensatory action and the economy’s response to this action. See 
Performance and Potential, Mid-1950’s to Mid-1970’s, Economic Council of Canada, 
September 1970, p.57. 
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It should be noted at the outset that the quarterly estimates do not cover 
the full range of tables given in the annual data. The main Gross National 
Product and Expenditure tables are given, but not the complete sector 
accounts system. Basically, only the current income and outlay accounts are 
shown for the persons and unincorporated business sector, and for the 
non-resident sector. The government sector table combines both current and 
capital transactions. There are no quarterly accounts shown for the corporate 
and government business enterprises sector. A consolidated saving and invest- 
ment account, and constant dollar Gross National Expenditure estimates are 
provided as well as the derived implicit price deflators. All of this material 
(except the implicit price deflators) is presented both in terms of “raw” unad- 
justed data and in terms of estimates which have been adjusted to remove the 
effects of seasonal influences. For the most part, it is the seasonally adjusted 
quarterly estimates which have proven to be most useful (for reasons which are 
discussed later) and which are typically employed by the users of the quarterly 
data for current economic analysis. 


Problems Relating to the Quarterly Measurement 
of Economic Activity 


Although the concepts and definitions which underlie the annual 
estimates are identical to those required for the quarterly estimates, a number 
of special problems of application arise when an attempt is made to convert 
this conceptual system to a quarterly basis. It will be appropriate at this point 
to comment briefly on some of these problems. 


(a) The Accrual Principle 


Quarterly estimates of Gross National Product and Expenditure aim 
primarily at measuring the value of production in specific quarters. As 
indicated in Part I, this can be achieved in two ways — by summing the factor 
and other costs involved in production, on the one hand (GNP), and by tracing 
the disposition of production through sales adjusted for imports and changes 
in inventories, on the other hand (GNE). To arrive at a measurement of 
production arising in any particular quarter, it would be theoretically desirable 
to record all of the factor incomes (and other costs) generated in the quarter, 
and all of the expenditures made in the quarter, on an accrual or 
payable/receivable basis. This method of recording the transactions would 
ensure consistency between the income and expenditure sides, and it would, in 
addition, relate the timing of the transactions directly to the quarter in which 
the economic activity occurred. Bond interest, for example, which is normally 
paid only once or twice a year, accrues continuously throughout the year, and 
is, therefore, in principle, allocable to the production of all four quarters. 


In practice, however, the factor incomes and other costs, and the 
expenditure estimates, are drawn from a variety of different sources which 
are, in many cases, independent of each other in an accounting sense. For 
example, quarterly corporation profits (and in some cases, net incomes of 
unincorporated businesses) reflect prevailing practices in industry with respect 
to the treatment of business expenses (mainly accrual), while the bulk of 
wages and salaries, and indirect taxes, are reported to Statistics Canada on a 
cash basis. Customs import duties may be received and recorded as government 
revenues at a time which differs from the time the imports are recorded in 
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private inventories. Sales taxes may be reflected in consumer spending at a 
time which differs from that at which they are received by the government. 
Government expenditure for capital works may be made with a time lag which 
means that the recording of expenditures in government accounts differs from 
the timing with which wages and salaries and other expenses are paid by the 
contractor on the income side. (A timing adjustment to government expendi- 
ture is made which is designed to replace cash payments with an estimated 
value of work put in place.) Government and business retroactive wage pay- 
ments should in principle be carried back and allocated to the quarter in which 
the income was earned but the necessary information is not available to permit 
this. In all of these cases, there are problems of discrepancies in the timing 
with which interrelated series are recorded, leading to inconsistencies in the 
results. 


It will therefore be seen that there is necessarily a mixture of both cash 
and accrual elements in the quarterly estimates of Gross National Product and 
Expenditure. In general, the principle of computing expenses on an accrual basis 
has been adhered to wherever the data permit it to be done. However, even 
within this general objective, consistency with related series has had to be an 
over-riding consideration. 


From the foregoing it will be clear that failure to apply the accrual 
principle uniformly throughout the estimates of Gross National Product and 
Expenditure stems mainly from the manner in which data are reported to 
Statistics Canada. Comparability in the estimates from quarter to quarter need 
not be affected by this situation, even though differences between the levels of 
Gross National Product and Gross National Expenditure may exist within each 
quarter because individual series are not mutually consistent in an accounting 
sense. The differences are reflected, together with other errors and omissions, 
in the item called “‘residual error of estimate’. It will be noted that the latter is 
small relative to the magnitude of the aggregates included in the tables. 


To some extent the problem of the “‘accrual’’ versus the “‘cash”’ basis of 
calculation applies to annual estimates as well. However, since the year rather 
than the quarter is regarded as the standard unit of time for production and 
accounting purposes, cash payments and accrued expenses coincide to a very 
large extent over the full year. 


In contrast to the Gross National Product which is linked to the accrual 
principle through the ‘measurement of production” approach, Personal 
Income is defined in terms of “receipts” of income. Thus, in general, the 
quarterly components of Personal Income are shown on a “‘receipts”’ basis 
except in the case of certain elements of interest and net rental income of 
persons where the statistical information permits only an accrual method of 
calculation. 


(b) Quarterly Farm Production 


The measurement of farm inventories (and thus of net income of farm 
operators from farm production) on a quarterly basis presents a difficult 
theoretical problem which is closely related to the accrual principle discussed 
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above. Farm production has marked seasonal characteristics associated 
particularly with plant growth, and in such cases it is difficult to assess the 
production represented by growing inventories not yet in marketable form. 
The harvesting of a grain crop in the fall of the year represents the culmination 
of the productive activity of previous periods. In a theoretical sense the value 
of this production might be ‘‘accrued”’ throughout the ploughing, seeding and 
growing periods. It is, of course, impossible to assess the potential “market” 
value of growing inventories in a way which would incorporate knowledge of 
future climatic conditions and future market prices. But the growing crop could 
in principle be valued at the cost of the “inputs” in the form of hired labour, 
seed, gasoline, and so forth. 


In the case of “‘goods in process” in manufacturing, we can obtain a 
reasonable measure of production by evaluating the “‘inputs’’. Thus in the 
broadest sense, non-farm inventories of “goods in process’ appearing in Gross 
National Expenditure are evaluated at cost, being matched on the Gross 
National Product side of the Accounts by factor shares and other costs. 
Theoretically, it would be desirable to carry over this procedure to the 
treatment of agricultural inventories. A considerable part of agricultural 
activity takes place in the first half of the year, and it should be the objective 
to measure the value of “inputs’’, or factor shares and other costs generated in. 
these periods as part of the production of the period. This approach does not 
imply any attempt to place a “‘market’’ value on crops growing in the field — 
these generally have no “‘market”’ value until the crop is harvested and sold — 
but is simply a recognition of the fact that unless inventories are measured on 
an “‘input” basis, Gross National Product is understated in the first half of the 
year by the amount of factor and other costs chargeable to the production of 
this period, and overstated in the third (harvest) quarter by an equivalent 
amount. Thus, to take account of grain inventories only in the third (harvest) 


TABLE 15-1. Accrued Net Income of Farm Operators from Farm Production, 1961 and 1962 


Not seasonally-adjusted 


1961 1962 


1Q | 2Q | 3Q | 4Q = 1Q | 2Q 3Q 4Q Annual 


millions of dollars 


Cash receipts from the sale of 
farm productsi. 44 6 604 632 7173 748 Politi $76 608 906 2,932 
Incomesin kinda. 5. 2.5." 90 87 84 93 354 90 86 94 357 
Value of inventory changes!. . | — 303 | — 84 492 |} -— 385}-— 280)- 233} — 87 — 482 196 
Profits of the Canadian Wheat 
Board) Set Fs eee 19 33 50 58 160 39 49 54 185 
Equals: 
Gross farm income ..... 410 668 399 $14 2,991 472 656 572 3,670 
Less: 
Operating expenses (includ- y 
ing depreciation) ..... 441 606 ST — 464} — 2,082 |-— 471 — 494 |— 2,207 
Investment income items in- 
cluded elsewhere in the 
ACcoUnTSEe eee: eae - 86 
Equals: 


Accrued net income of farm 
operators from farm pro- 
Gictiones foes ope 


1 Includes changes in livestock inventories. 
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quarter can result in farm net income showing losses in the early part of the 
year (see Table 15-1), with net income in the third quarter sometimes greater 
than that for the year as a whole. On the other hand, the “input” method 
would eliminate such losses in the early part of the year, and reduce the 
amount of net income in the third quarter by whatever expenses are incurred 
in the early part of the year. 


At the present time, statistics are not available which will permit the 
quarterly allocation of farm expenses to grain inventories on an “‘input”’ basis. 
The operating expenses incurred throughout the year, as shown.in Table 15-1, 
are not matched by any corresponding increase in the value of inventory 
holdings in each quarter. As a consequence, grain inventories have to be 
counted as production only when they reach marketable form, that is, after 
harvesting. (In Table 15-1, the value of inventory change is positive only in the 
third (harvest) quarter.) Consequently, the level of Gross National Product in 
the first half of the year does not vary according to the intensity of 
crop-production activity. The factor incomes, depreciation and indirect taxes 
generated by such activity are offset in the Gross National Product by the 
operating expenses charged against gross farm income, there being no 
counter-balancing increase in grain inventories. In the third quarter, however, 
accrued net farm income (and thus Gross National Product) is overstated to 
the extent that the expenses incurred earlier in the year are not charged against 
the harvested crop at this particular point of time. 


The concentration of crop production in the third quarter of the year 
presents a special problem of seasonal adjustment which cannot be adequately 
handled by standard techniques. The treatment accorded this item in the 
seasonally adjusted data is described later in this chapter, under the heading 
“The Seasonal Adjustment of the Quarterly Estimates”’. 


(c) The Step-adjustment Problem 


Quarterly estimates are frequently calculated by projecting forward the 
previous year’s quarterly figure on the basis of the year-over-year percentage 
change in some related indicator, or on the basis of the year-over-year 
percentage change in data derived from a sample survey. When all four quarters 
of the year have been successively calculated in this way, a preliminary annual 
estimate for the year is available, obtained as the sum of the four quarterly 
estimates (Table 15-2, Column 3). 


A problem which arises where such methods of estimation are used is the 
problem of keying the quarterly estimates to new revised annual benchmark 
data when final annual tabulations are made. The monthly sample surveys or 
related indicators on which the quarterly projections are based may, for 
various reasons, be deficient as indicators of year-to-year change. For example, 
sample surveys may fail to reflect the entry of new establishments into the 
field, and the percentage change indicated by the sample may not be fully 
representative. Indicators of expenditure which are built up from employment, 
hours, wage rate, and prices data (as in the case of non-residential construction 
expenditures) may fail to reflect year-to-year gains in productivity, profit 
margins or overhead costs, or be deficient for other reasons. When a more 
complete count is taken for the year as a whole, the full coverage survey may 
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reveal a higher (or lower) annual figure than the preliminary figure derived as 
the sum of the four projected quarters (Table 15-2, Column 4). The problem is 
to know how to allocate this difference by quarters in the absence of any 
more complete information about the quarterly estimates. 


TABLE 15-2. A Hypothetical Illustration of the “Step” Problem 


Year-to- “Final” 
year 1962 
“Final” percentage Preliminary allocated 
1961 change 1962 by quarters 
in on pro 
projector rata basis 
(1) (2) (3) (5) 
$’000,000 % millions of dollars 
KOE Flame Seg erat 400.0 50.0 600.0 644.4 
LOD. Lieto ye Stet orate os 450.0 44.4 650.0 698.1 
BONA) bosons Gee 500.0 40.0 700.0 WIRY 
LOR he units alse AE 550.0 36.4 750.0 805.6 
Year oo; 16) pa 1,900 


Note: 4Q-1Q change, “final”? 1961 to preliminary 1962,+ $50 million. 4Q-1Q change “final” 
1961 to “final”? 1962, + $94.4 million. Discontinuity, or “step”, + $44.4 million. 


If the quarterlies are simply adjusted up (or down) to the new annual 
level on a pro rata basis following the old pattern, there will be a discontinuity 
or “‘step’’ in the series between the fourth quarter of the preceding year and 
the first quarter of the current year, as in the hypothetical illustration in Chart 
15-1. This is therefore not an acceptable solution. Since there is no additional 
quarterly information to indicate how to allocate the “‘step’’ between the 
levels of the two years, the course taken is to arbitrarily ““smooth” the amount 
out over the course of several quarters in the current and preceding years in a 
way which leaves the “final” annual figures unchanged. There are various 
techniques for accomplishing this, and the calculations involved are now 
almost always carried out on the electronic computer. The effect is to modify 
the quarterly pattern in a way which spreads the adjustment out over several 
quarters and avoids a break between the fourth and first quarters of successive 
years. 


The Seasonal Adjustment of the Quarterly Estimates 


Seasonal variation may be viewed as a “repetitive intra-annual 
fluctuation’’.2 The majority of the time series given in Volume 2 of this report 
exhibit clearly defined seasonal patterns, which recur with characteristic 
regularity. Thus, in Chart 15-2, the Gross National Product is seen to ““peak”’ 


2 Burns and Mitchell, Measuring Business Cycles, National Bureau of Economic 
Research, New York, 1946, p. 44. 


S849 


in the third quarter of each year, and to be at its lowest level in the first 
quarter of each year. Such fluctuations in economic time series reflect the 
influence of a variety of factors. Climatic conditions, for example, influence 
the production and marketing of crops, the intensity of cutting operations in 
the woods, the purchase of winter and summer clothing, the shipment of 
commodities through the St. Lawrence River, and so on. The observance of 
Christmas and Easter is reflected in the buying habits of consumers, with levels 
of purchasing fluctuating sharply in these periods. Trade practices also exert 
their influence — for example, the dates of the annual appearance of new 
automobiles are an important factor in the seasonal movement of automobile 
purchases. Thus, climate, social institutions, trade practices and a myriad of 
other factors all generate repetitive intra-annual fluctuations in statistical time 
series. 


The "Step" Problem 
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In dealing with a time series in which such seasonal fluctuations occur, it 
is usually difficult to detect the basic underlying movements of the data since 
these are often obscured or hidden by the regular seasonal upswing or 
downturn. Thus, in order to isolate turning points or trends in the basic 
economic situation, it is necessary to eliminate the effects of seasonal 
movements from economic data. This is done by calculating seasonal factors 
based on averages of past patterns, and adjusting the data in a way which 
removes the seasonal fluctuations. Although this elimination, or seasonal 
adjustment, can be made in approximate terms only, seasonally adjusted data 
nevertheless provide an important aid in the analysis of time series and can 
shed a great deal of light on underlying trends or tendencies in the economy. 
For this reason, in the quarterly National Accounts the seasonally adjusted 
data are almost universally used for economic analysis in preference to the 
“raw” unadjusted data. 
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Gross National Product by Quarters, Unadjusted and Seasonally Adjusted 
at Quarterly Rates, |966—-1972 
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The general approach to the seasonal adjustment of economic time series 
adopted by Statistics Canada is the ratio-to-moving-average technique. A 
detailed outline of problems and methods in seasonal adjustment was given in 
DBS Reference Paper No. 77 — Seasonally Adjusted Economic Indicators, 
1947-1955, published in 1957. During the 1950’s, developments in the 
application of electronic computers to the problem of seasonal adjustment 
resulted in the adaptation of the ratio-to-moving-average technique to machine 
methods. At the present time, the quarterly Accounts are seasonally adjusted 
by electronic computer using a variant of Census Method II developed by the 
United States Bureau of the Census.3 


The adaptation of electronic computers to the seasonal adjustment of 
economic time series by no means disposes of the need for careful professional 
scrutiny of the final seasonally adjusted series. While the machine technique 
has been thoroughly tested and found to provide a seasonal adjustment at least 
as good as that of the best hand series in the great majority of cases, there are 
still problem areas which require the judgment and professional scrutiny of the 
trained statistician. All of the material which has been processed on an 
electronic computer has been subjected to the most careful testing to ensure 


3 The program of seasonal adjustment by electronic computer techniques was 
developed by the U.S. Bureau of the Census, in Washington, D.C., under the leadership of 
Julius Shiskin, Chief Economic Statistician. A basic paper in this field is Seasonal 
Adjustment by Electronic Computer Methods, by Julius Shiskin and Harry Eisenpress, 
Technical Paper No. 12, National Bureau of Economic Research, New York, 1957. The 
variant of Census Method II now used at Statistics Canada is described in Technical Paper 
No. 15, U.S. Department of Commerce, Bureau of the Census, The X-11 Variant of the 
Census Method II Seasonal Adjustment Program. 
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that the quality of the seasonally adjusted data met acceptable standards. It 
has been found that some 90% of series processed are successfully handled by 
the machine, but that a small number of cases still require adjustment by hand. 


The advantages of electronic computers in the seasonal adjustment of 
economic time series are, first, that they can perform mass operations on 
economic data quickly and economically, where formerly laborious and costly 
manual operations had to be carried out; and secondly, that they tend to 
narrow the subjective element in seasonal adjustment by enforcing uniformity 
and standardization across areas where formerly individual statisticians carried 
out their own hand seasonal adjustment, with the possibility that differing 
evaluations might be made. 


It is emphasized that the seasonal factors used in the seasonal adjustment 
process are based on averages of past seasonal patterns. These seasonal factors 
are therefore subject to periodic revision as new observations which embody 
modifications to earlier seasonal patterns are incorporated into the averages. 


Special Problems of Seasonally Adjusting Crop 
Production and Farm Inventories 


In the case of crop production, the standard methods of adjusting the 
series for seasonal movements are inadequate. Crop production is characterized 
by concentration of output in the third quarter of the year, and by large and 
erratic fluctuations in amplitude from year to year. Ordinary techniques of 
seasonal adjustment do not appear to be appropriate for time series of this 
nature, and give rise to results which are capable of misinterpretation. A simple 
expedient has therefore been employed to handle the problem of seasonally 
adjusting crop production. The annual value of crop production is divided into 
four parts and allocated equally to each of the four quarters of the year in the 
seasonally adjusted tables. In going into a new year, before the crop is known, 
production is estimated on the basis of average yields of preceding years, 
estimated acreage and initial prices. This preliminary first quarter estimate is 
revised later in the year as actual data become available. 


More specifically, the treatment is based on the following procedure: 


Step 1 — The change in grain inventories is broken down into two parts — 
(a) depletions, which are continuous throughout the year; and (b) additions, 
which are single events occurring in the third quarter of each year, i.e., the 
harvesting of the crop. 


Step 2 — The depletions data are seasonally adjusted by a standard 
technique. (The current value data can thus be used analytically in conjunction 
with the farm cash income series, the export series, changes in grain in 
commercial channels, and so on, ail of which are also seasonally adjusted by a 
standard technique.) 


Step 3 — The additions to grain inventories, i.e., the crop, is divided by 
four and allocated equally to each of the four quarters of the year. All of the 
data are available in terms of physical quantity units, and can be valued both 
in terms of base year prices for constant dollar series and current year prices 
for current dollar series. This treatment of the crop is arbitrary, but it has the 
advantage of isolating the problem and treating it independently of all other 
items in the system. 
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TABLE 15-3. Seasonally Adjusted Estimates of the Value of Physical Change in Farm Inventories 
and Grain in Commercial Channels, at Annual Rates (With Crop Production, 
or Additions to Stocks of Grain, Arbitrarily Adjusted) 


1961 1962 
1Q 2Q 3Q 4Q Year 1Q 2Q 3Q a | Year 


millions of dollars 


Value of grain crop produc- 


tion (additions to farm 

stocks:ofigrain)i 3. os 624 624| 624 628 625 | 1,184} 1,184 1,184 1,184} 1,184 
Depletion of farm stocks of 

Qrainke strc veacns Chee ee ee — 1,028 | 1,032}- 924 | — 776] -— 940 | — 848] — 872 |— 1,160 | — 1,236 |— 1,029 
Changes in other farm-held 

AnVventOricsae, a eee ee 24 156 12 2, 35 176 | — 128 56 60 41 
Grain in commercial channels | — 4 |- 8)-— 196 | — 312] — 130} — 152] —- 220 240 312 45 


Value of physical change in 
farm inventories and grain 
in commercial channels 
(line 15, Table 12, Volume 
D) Rikeptsrs, hotaion moore — 384 |- 260)-— 484] —- 512 — 410 360}-— 36 320 320 241 


It may be noted that the divided-by-four technique is used in the case of 
crop production only, since it is only here that the special difficulties noted 
above arise. Livestock and other items in the farm sector are estimated on a 
quarterly basis and seasonally adjusted by standard techniques. 


In order to depict more clearly movements in the value of production in 
the non-farm sector of the economy, an additional line in italics has been 
inserted in Tables 1 and 11 of Volume 2 which shows “‘Gross National Product 
at Market Prices, excluding accrued net income of farm operators’’. Details of 
the seasonally adjusted farm inventories series (including the item crop 
production) are shown in Table 12 of Volume 2. 


Annual Rates 


It will be noted that in the seasonally adjusted estimates in these 
Accounts, all of the components of income and expenditure are expressed “‘at 
annual rates” — that is, the seasonally adjusted quarterly figures have been 
multiplied by four to bring them to an “‘annual rate”’ basis. This method of 
presentation at annual rates, quite apart from providing the data in a more 
familiar dimension, has two basic advantages over quarterly rates in facilitating 
analysis, namely: 


(a) Going into a new year, it gives the user a working base from which to 
calculate what the results for the year as a whole would be if the level of 
activity observed in a particular period (a quarter, half year, or 
nine-month period) were to prevail throughout the balance of the year. 
Thus, if the Gross National Product in the first half of 1961 is seen to be 
running at a seasonally adjusted annual rate of $38.9 billion, then the 
Gross National Product for the year 1961 as a whole could be expected to 
be $38.9 billion if the underlying level of activity (after discounting 
seasonal factors) were to remain unchanged in the last half of the year. 
With annual rate data, users can more readily make their own assumptions 
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about prospective levels of activity and derive continuously up-dated 
readings of the probable outcome for the year as a whole. The ‘‘annual 
rate’’ method of presentation simply facilitates this type of exercise. 


(b) It permits users to make direct comparisons of levels of activity prevailing 
in any particular quarter with the average level of activity prevailing in a 
particular year. Thus, in the final quarter of 1962, Gross National Product 
was running at a seasonally adjusted annual rate of $44.1 billion, some 
11.2% higher than the average level of economic activity which prevailed 
during the year 1961 as a whole. For certain types of “‘position-plotting”’, 
this kind of information can be highly useful. 


TABLE 15-4. Gross National Product, by Quarters, 1961 


1Q 2Q 3Q 4Q Year 


millions of dollars 


1. Not adjusted for seasonality 8,869 9,682 10,814 10,281 39,646 
2. Seasonally adjusted at quarter- 
Lysates Sacre iy wsicen et asa OES (Pz 9,861 10,001 10,212 39,646 


3. Quarter-to-quarter rate of 
change in (2), at quarterly 


FALCS= A. ae oc % + 3.0 1.4 +21 
4. Seasonally adjusted at annual 
TAtESIA STEERER tak ae ds, Cae 38,288 39,444 40,004 40,848 39,646 


5. Quarter-to-quarter rate of 
change in (4), at quarterly 
LALCSee epee nore ne ae emer rors % + 3.0 +14 neal 


The use of estimates which express quarterly levels of economic activity 
at annual rates is a widely adopted practice in the analysis of current economic 
conditions and in forecasting. The quarter-to-quarter rates of change in such 
estimates are, of course, the same whether the basic data are presented at 
quarterly rates or at annual rates because the annual rate data have simply 
been inflated by a factor of four (see lines 3 and 5 of Table 15-4). Some users, 
wishing to obtain an approximate rate of growth which would be achieved if 
the rate of growth in a particular quarter were to prevail over a full year, also 
multiply the quarter-to-quarter rate of change by four, or calculate the com- 
pound annual rate. This practice is not recommended, however, since it has the 
effect of magnifying errors in growth rates by the same amount.4 


The Quarterly Constant Dollar Estimates and Implicit Deflators 


The deflation process attempts to remove the price element from current 
value data, and the seasonal adjustment process attempts to remove the 
seasonal component from both the current value and the constant dollar series, 


4 Errors in growth rates are commonly considered in additive instead of percentage 
terms. Thus, a growth rate of 1.2% which is later revised to 1.5% is said to be in error by 
0.3%, which becomes at least 1.2% at annual rates. 
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by means of mathematical techniques employing the use of price indexes and 
indexes of seasonality. Because both the techniques and the underlying price 
and seasonal information are subject to some _ imperfections, the 
quarter-to-quarter changes in the seasonally adjusted constant dollar series and 
the associated implicit price indexes are subject to a relatively greater margin 
of error than would be the case if such adjustments were unnecessary. This 
point should be borne in mind in interpreting the data, and little significance 
should be attached to small changes in either the seasonally adjusted constant 
dollar series or in the seasonally adjusted implicit price indexes. 


For any published component of Gross National Expenditure, as well as 
for the total, the current dollar series divided by the corresponding constant 
dollar series will yield an implicit price index that is currently weighted. Such 
price indexes may be derived both for the unadjusted and for the seasonally 
adjusted data. Quarter-to-quarter changes in these indexes reflect not only 
pure price change, but also changing expenditure patterns within and between 
groups. For the unadjusted data, these changes in expenditure patterns are 
significant because of seasonal variation. The implicit price indexes based on 
the unadjusted data, therefore, should not be used for price analysis. In the 
case of the seasonally adjusted data, however, only smal! changes in 
expenditure patterns occur over adjacent quarters and the implicit price in-- 
dexes usually provide a reasonable measure of price change. 


Method of Seasonal Adjustment of Constant Dollar Data 


A seasonally adjusted constant dollar series may be obtained by one of 
two methods. The first, direct method, involves the seasonal adjustment 
of the constant dollar estimates directly. The second, indirect method, involves 
the deflation of seasonally adjusted current dollar estimates with price indexes 
which have also been adjusted for seasonality. The latter, indirect method was 
employed for the entire span of years covered by the quarterly estimates 
(except for farm inventories where the constant dollar series is directly 
seasonally adjusted). 


A problem inherent in the indirect method of seasonally adjusting the 
constant dollar data is the difficulty of seasonally adjusting price indexes. The 
irregular component of price indexes is generally large in relation to the size of 
the usually small seasonal component; the latter is, therefore, at times hard to 
identify. On the other hand, the direct method of seasonal adjustment requires 
that basic inconsistencies do not occur in the estimation of the seasonal 
component as between the current and constant dollar series. If such 
incompatabilities do occur, the use of the seasonally adjusted implicit price 
deflators as measures of price change is vitiated. 


Experience has indicated that, on balance, the indirect method possesses 
greater practical advantages and creates fewer problems than the direct 
method. Accordingly, the procedure followed is to deflate the seasonally ad- 
justed value series with a set of price indexes, which have been seasonally 
adjusted or left unadjusted if there is little or no seasonality present, rather 
than to directly seasonally adjust the raw constant dollar estimates. 


CHAPTER 16 


THE QUARTERLY ESTIMATES: SOURCES AND METHODS 


Introduction 


This chapter provides a summary outline of the sources and methods 
underlying the quarterly estimates set out in Volume 2. The chapter is 
designed to give users of the data a general view of the way in which the 
quarterly estimates are prepared. Since in all cases the concepts and definitions 
employed in the quarterly estimates are identical to those of the annual 
estimates, the discussion of the basic conceptual framework is not repeated 
here. The reader is referred to the earlier chapters for a description of basic 
concepts and definitions. 


In the discussion which follows the material is presented essentially in the 
order in which the component estimates appear in the main Gross National 
Product and Expenditure tables. Brief comment is also given on the methods 
of preparing quarterly estimates for a number of the components of Personal 
Income and Outlay which are not covered elsewhere. The discussion is 
necessarily fairly broad, in line with the objective of providing a general 
summary view of the basis on which the quarterly estimates are constructed. 
As was noted previously, it is not possible in a volume of this nature to 
describe the complete methodology of the estimates, or to provide the 
worksheet detail which would permit users to re-construct the basic aggregates. 


For the most part, the quarterly estimates fall into three general classes: 


(a) where quarterly estimates are calculated on the basis of quarterly 
movements or trends in some related indicator which has been chosen 
because it closely reflects quarterly changes in incomes or expenditures in 
the area covered by the annual estimates. This is by far the most common 
class of estimate in the quarterly Accounts. The types of indicators used 
vary considerably, but in a great many cases they are directly related 
indicators based on monthly or quarterly sample or partial coverage 
surveys of the area covered by the annual estimates. In the example given 
in Table 15-2 (and illustrated in Chart 15-1), the annual benchmark figure 
for the year 1961 is allocated by quarters on the basis of the quarterly 
pattern of a specific related indicator. Going into the year 1962, this 
related indicator is used to “project” each of 1961’s quarters ahead into 
1962 on the basis of the year-to-year percentage change in the indicator. 
The sum of the four projected quarters yields a preliminary annual 
estimate for 1962. Subsequently, a final annual ““‘benchmark’’ figure 
becomes available, based on full coverage surveys or a census count. 
Because of deficiencies in the quarterly projector (or related indicator), 
the preliminary annual 1962 estimate is seen to differ from the final “full 
coverage” estimate for 1962. When the related indicator (or quarterly 
projector) is used to allocate the “final’’ 1962 annual figure by quarters, a 
discontinuity or “‘step”’ is created between the fourth quarter of 1961 and 
the first quarter of 1962. This “‘step”’ is then adjusted or “‘smoothed out”’ 
over several quarters to eliminate the fourth-first quarter break. 


(b) where monthly (or quarterly) accounting information is available, as in 
the case of federal government revenues and expenditures. In such cases, 
the quarterly estimates are taken as the sum of the three monthly figures, 
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and the annual estimates are taken as the sum of the four quarterly 
figures. The problem of the step-adjustment (see Chapter 15) does not 
arise here because the annual figure is derived simply as the sum of the 
four quarterly figures. There are no quarterly “‘estimates” based on inter- 
polation or projection techniques, and no independently derived annual 
figures based on more complete information to which the quarterly esti- 
mates must be reconciled. 


(c) where the characteristic of the series is that of a receivable or payable 
amount which accrues steadily over the year on a continuing, day-to-day 
basis — as in the case of mortgage interest accruing to persons, or 
replacement cost depreciation — and the quarterly estimates are derived 
by straight-line interpolation between annual benchmarks. This class of 
estimate involves an implied forecast going into the current year, with the 
quarterly estimates being projected forward on the basis of steady, 
straight-line growth. While there are a considerable number of series which 
possess this “‘steady growth”’ characteristic, in practice this straight-line 
method of quarterly estimation is closely limited to areas where the 
treatment can be carried out consistently for all related series.1 It would, 
for example, be inappropriate to treat interest revenues on an accrual 
basis if the corresponding expenditure items (some of which are entered in 
costs and affect the level of profits and net incomes) are recorded on a 
cash paid basis elsewhere in the Accounts. 


The majority of the quarterly estimates in these Accounts are of the first 
type, where related indicators are used. Within this class of estimate, the 
quality of the quarterly projectors (or related indicators) varies considerably. 
As noted above, in a great many cases, the projectors used are direct indicators 
based on sample or partial coverage surveys, as is the case with the bulk of the 
wages and salaries estimate where indexes of aggregate payrolls of firms with 
20 or more employees derived from a monthly survey are used. Similarly, the 
bulk of the quarterly estimates of personal expenditure on consumer goods is 
based on a monthly sample survey of retail sales. In such cases, the quarterly 
projections are usually of a fairly high quality. In some cases, the projectors 
are composite indexes built up from several related series, as in the case of 
non-residential construction outlays where a combination of indexes of 
employment, building material prices, average hours worked per week, and 
average hourly earnings are used to constuct the projectors. Such indicators are 
likely to be deficient in some ways — for example, in the case noted, the 
indicator does not include changes in productivity, overhead costs, or profit 
margins. In other instances — as in the case of estimates of the change in 
inventories in some service industries — the quarterly projector which is used 
to extrapolate the book value figures is simply the quarterly index of employ- 
ment in the industry. Such an indicator is only very indirectly related to the 
change in the book value figures, but it may nevertheless provide a fairly good - 
approximation to changes in inventories. 


It will be clear from what has been said above that the quarterly estimates 
are likely to be subject to a relatively larger margin of error than the annual 


1 Straight-line interpolation is also used in cases where relevant quarterly information 
is entirely lacking. In such cases, the series involved may not possess the characteristics of 
steady growth as would normally be the case where accrual procedures are applied, but 
alternative methods of estimation are not available. 
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estimates, for several reasons. First, the problem of coordinating the timing 
with which income and expenditure flows derived from separate sources are 
recorded in the Accounts is relatively more difficult. Second, many of the 
quarterly indicators which are used to interpolate between annual benchmarks 
or to project forward into the current year must be regarded as no more than 
approximations to actual quarterly trends or patterns, even though they are 
based on the best information available. Third, the estimates are of limited 
analytical interest until they have been seasonally adjusted, and the seasonal 
adjustment process itself introduces an element of “estimation” into the 
calculations in the sense that seasonal factors are averages of past patterns, 
subject to revision when more recent observations indicate that the seasonal 
patterns have changed. For all of these reasons, the quarterly estimates should 
be interpreted in a fairly broad way — as depicting basic underlying trends or 
tendencies in rates of output growth, as indicating changes in levels and 
patterns of income generated by productive activity, and as a means of 
identifying and monitoring changes in the basic configuration of demand. A 
high degree of precision in the numbers is a less valuable feature of statistical 
estimates of this type than the fact that the estimates reveal such basic 
information on underlying trends and tendencies in the economy. 


Gross National Product 
Wages, Salaries and Supplementary Labour Income 


Monthly estimates of wages and salaries are prepared for each province 
for eighteen industry groups. The general method employed is to distribute the 
estimated annual totals on the basis of related monthly indicators. Going into 
the current year for which no independent annual totals are yet available, the 
monthly estimates are obtained by projecting the monthly estimates for the 
previous year forward into the current year, again using the related monthly 
indicators. The quarterly estimates are obtained by summing the three relevant 
monthly estimates. 


The overwhelmingly greater part — about 75% — of the total quarterly 
wages and salaries estimate is interpolated between annual totals or projected 
forward into the current year on the basis of the movement of payroll indexes 
which measure month-to-month changes in the gross earnings of employees of 
firms with 20 employees or more. Such payroll indexes are available for the 
following industries: forestry; mining; manufacturing; construction; 
transportation, communications and other utilities; retail and wholesale trade; 
finance, insurance and real estate; and commercial services. In these industries, 
a full coverage survey is undertaken each month of all of the larger firms, and 
the payrolls data derived from these large firm surveys is used to construct the 
indexes. The source of the data is the publication Employment, Earnings and 
Hours, Statistics Canada, Catalogue 72-002. 


Wages and salaries paid by educational institutions, and hospitals and 
welfare organizations are interpolated or projected monthly using indexes of 
employment derived from special monthly surveys, combined with an index 
measuring changes in average earnings from the survey of larger firms in the 
industrial sector. Wages and salaries paid by private households and religious 
organizations are interpolated or projected monthly using an index measuring 
changes in average earnings from the survey of larger firms in the industrial 
sector. These groups account for somewhat more than 15% ot the total wages 
and salaries estimate. 
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Wages and salaries paid by federal, provincial, and local governments are 
interpolated or projected monthly using information collected on wages and 
salaries from full coverage monthly surveys in these three areas. The sources of 
the information are: Federal Government Employment, Catalogue 72-004; 
Provincial Government Employment, Catalogue 72-007; and Local 
Government Employment, Catalogue 72-009. The wage and salary figures 
collected monthly in this way are not used directly in the labour income 
estimates because differences in definition and classification affect the level of 
the estimates; they are used essentially as interpolators or projectors to 
distribute or extrapolate the annual benchmark figures. This group of 
estimates accounts for somewhat less than 10% of the total. 


In agriculture, and hunting and trapping, the methods employed to derive 
the monthly estimates of wages and salaries consist basically of straight-line 
interpolations between annual benchmarks, with seasonal patterns imposed. In 
fishing, the annual estimates are distributed or projected on the basis of 
monthly estimates of the value of fish caught and landed (Monthly Review of 
Canadian Fisheries Statistics, Catalogue 24-002). The estimates in these areas 
amount to less than 1% of the total. 


Monthly estimates of supplementary labour income, except in the case of: 
employer contributions to the Canada and Quebec Pension Plans, are derived 
by interpolation or projection using monthly trends of wages and salaries in 
each of the eighteen industry groups. Monthly estimates of employers’ 
contributions to the Canada and Quebec Pension Plans are derived by 
interpolation or projection using monthly estimates of numbers of employees 
covered by the Plans in various income groups. 


Military Pay and Allowances 


Cash pay and allowances to the Armed Forces are available on a monthly 
basis from the Department of National Defence. Income in kind is calculated 
on the basis of quarterly statements of strengths of the three armed services, 
and estimated man-day costs for food and clothing. In recent years, this latter 
component has become very small since earnings from armed _ services 
employment are now largely on a cash paid basis. Estimates of supplementary 
labour income are also available from monthly government accounting records. 


Corporation Profits Before Taxes 


Quarterly information on corporation profits has been collected by 
Statistics Canada through regular quarterly surveys since the early 1950’s. 
Currently, this information is published in /ndustrial Corporations Quarterly 
Financial Statistics, Catalogue 61-003, and Financial Institutions Financial 
Statistics, Catalogue 61-006. The information collected in these surveys 
provides the basis for the projection (or interpolation) of the quarterly 
estimates of corporation profits included in these Accounts. 


Essentially, the quarterly projections of base profits and capital 
consumption allowances are made for three separate groups of corporations: 
industrial (non-financial) corporations, which make up the bulk of the 
estimate; financial corporations (except banks and insurance companies); and 
banks and insurance companies. The adjusted base profits of industrial 
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corporations (see Table 7-3) are projected into the current quarter at the 
aggregative level only, using information from the quarterly survey of 
industrial corporations. From the adjusted base profits figure, capital 
consumption allowances are deducted to arrive at a figure for net profits. 
Again, the data are from the quarterly survey of industrial corporations. 


Similarly, a projection is made of the adjusted base profits and capital 
consumption allowances (see Table 7-3) of financial corporations (except 
banks and insurance companies) using the results of a special compilation 
made from data obtained from the financial institutions survey. A good deal of 
unpublished information from the survey is drawn on for this purpose. Finally, 
an estimate is made of the profits of banks and insurance companies, drawing 
largely on published quarterly revenue figures of the chartered banks; profits 
of insurance companies are assumed to follow a similar pattern. 


The estimates of quarterly corporation profits prepared in this way cover 
the period 1951 to the present. For the period 1947-50, before a quarterly 
survey became available, the average quarterly pattern for the years 1950-56 
was employed to distribute annual profits by quarters. 


Dividends paid to Non-residents 


This figure is based on estimates made each quarter by the Balance of 
Payments Division of Statistics Canada. 


Interest and Miscellaneous Investment Income 


This component of the National Income is made up of three items: 
interest income of persons (discussed in Chapter 7); government investment 
income (discussed in Chapter 6); and a major adjustment needed to eliminate 
from the National Income interest on the public debt, accruing to canadian 
residents, as well as the transfer portion of interest on consumer debt (discus- 
sed in Chapters 3 and 7). Thereader is referred back to Table 7-4 for the detail 
underlying these component estimates. 


(a) Interest and miscellaneous investment income of persons — The 
annual estimate of bond interest received by persons is broken down into its 
constituent parts, with each part distributed by quarters on the basis of a 
related indicator. Such indicators include total interest on the government 
debt, interest on guaranteed and non-guaranteed debt of the Canadian 
National Railways, and interest on funded corporate debt. An adjustment is 
made for quarterly interest paid to non-residents. 


Quarterly estimates of mortgage interest accruing to persons (including 
interest on agreements of sale) are derived by straight line interpolation 
between the annual totals. For current years, the annual interest is forecast 
and the quarterly estimates are again obtained by interpolation. 


Quarterly estimates of deposit interest received by persons from the 
chartered banks are based on information from the Bank of Canada. Annual 
data on deposit interest paid to persons by the Quebec Savings Bank and trust 
and mortgage companies are distributed by quarters in accordance with 
quarterly data on deposit liabilities. 
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Quarterly imputed interest of banks accruing to individuals is allocated 
according to the numbers of cheques cashed in clearing centres (Cheques 
Cashed in Clearing Centres, Catalogue 61-001). Deposit liabilities data are used 
to distribute by quarters the imputed interest of credit unions. The difference 
between quarterly interest earned and interest paid by trust and mortgage 
companies is used for the quarterly distribution of the imputed interest of 
these institutions. The latter information is obtained from Financial 
Institutions Financial Statistics, Catalogue 61-006. 


The investment income of associations of individuals — life insurance 
companies, fraternal and mutual benefit societies, and trusteed pension 
plans — is divided into two parts: interest received from government bonds; 
and other investment income. The interest received from government bonds is 
projected (or allocated) by quarters on the basis of total payments of 
government direct debt interest. Investment income arising from other sources 
is distributed according to quarterly estimates of corporate bond interest paid. 


Quarterly figures of interest and dividends received by persons from 
non-residents are based on estimates made by the Balance of Payments 
Division. Royalties received by persons, the interest credited to persons from 
federal government annuities accounts, and the profits and interest of mutual - 
non-life insurance companies are interpolated or projected on a straight line 
basis. 


(b) Government investment income — Government investment income is 
made up basically of two components: profits of government business 
enterprises; and interest and miscellaneous investment income. The former 
component can be sub-divided into remitted profits; taxes paid; and saving (or 
unremitted profits). The latter component can be sub-divided into interest on 
loans, advances and investments; interest on government-held public funds; 
and royalty revenues (see Table 6-9). 


The quarterly figures of investment income of the federal government are 
derived from actual government accounting records. For the most part, 
quarterly data on the profits (losses) of most of the federal government 
business enterprises are available on a regular basis from such sources. Interest 
on loans, advances and investments received from business are allocated 
quarterly by distributing the annual figures over the four quarters of each year; 
going into the current year, a forecast of the annual is made. The portion of 
interest on government-held public funds received by the Unemployment 
Insurance Commission is obtained quarterly from that agency, while the 
interest on other government-held public funds is available from quarterly 
statements of the Department of Supply and Services. A straight line 
interpolation is used for the quarterly allocation of imputed banking services 
to the federal government. 


At the provincial level, current quarterly data on the profits of most 
provincial government business enterprises are obtained from the enterprises 
themselves. Quarterly information on interest on loans, advances and 
investments are also available from the financial returns supplied quarterly by 
the various provinces. Annual estimates of interest on government-held public 
funds are distributed quarterly using the pattern of interest on the public debt; 
this procedure involves a forecast of the annual figure for the current year. 
Quarterly estimates of royalty revenues are obtained from the quarterly 
provincial statements. 
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At the local government level, profits of local government business 
enterprises are allocated by straight line interpolation between annual 
estimates. Interest on loans, advances and investments and on public funds are 
allocated quarterly on the pattern of interest on the public debt. This 
procedure involves a forecast of the annual figure for the current year. 


Quarterly estimates of investment income of hospitals is obtained by 
straight-line interpolation between annual figures. The investment income of 
the Canada and Quebec Pension Plans is available quarterly from the 
accounting records of these organizations. 


(c) Debt interest adjustments— As noted above, the interest and 
miscellaneous investment income component of National Income includes a 
major adjustment (negative) designed to eliminate from the National Income 
all interest on the public debt as well as the transfer portion of interest on 
consumer debt. The nature of this adjustment is described in Chapter 3, and 
also in Chapter 7 in connection with the discussion of Table 7-5. 


Quarterly data on the federal content of interest on the public debt are 
obtained from monthly statements of the Department of Supply and Services. 
From 1951 on, the data are on an earned or accrual (liabilities) basis; prior to 
1951, they are on a “due date” (payable when due) basis. At the provincial 
level, actual quarterly data are available from 1951 on, but for the years 1947 
to 1950 the pattern prevailing in 1951 was employed. Quarterly estimates of 
interest on the public debt at the local level are based on a quarterly sample 
survey of municipalities from 1964 on; for the prior years, a pattern based on 
a five-year average, as indicated by the survey, is used. The quarterly 
distribution of debt interest paid by hospitals is based on the quarterly pattern 
of local government interest payments. 


Quarterly estimates of interest on consumer debt are calculated by 
applying a rate of interest to the estimated volume of consumer credit 
outstanding at the end of each quarter. The transfer portion of this debt 
interest is distributed accordingly. The credit outstanding data are obtained 
from the report Consumer Credit, Catalogue 61-004, while the appropriate 
interest rate is calculated from data reported in the Bank of Canada Review. 


Accrued Net Income of Farm Operators from Farm Production 


The quarterly estimates of accrued net income of farm operators from 
farm production are computed in the same way as the annual estimates, that 
is, by constructing a synthetic operating account for the agriculture industry. 
Table 15-1 (in Chapter 15) provides an example of such a synthetic operating 
account, and the reader is referred back to this table to illustrate the present 
discussion. The procedure employed begins with the calculation of quarterly 
farm cash receipts from the sale of farm products. These data are available on a 
monthly basis from the Agriculture Division of Statistics Canada. Quarterly 
estimates are then made of the value, at farm prices, of land and forest 
products grown and consumed on farms, and these, together with imputed 
gross rents on owner-occupied farm dwellings constitute the value of income in 
kind received by farmers. The value of physical change in inventories of field 
crops and livestock held on farms is then computed, at prevailing quarterly 
prices. The sum of the above items constitutes gross farm income. 


— 362 — 


Farm operating expenses are deducted from this figure. These include 
taxes on owned land and buildings, paid farm rents, wages to farm labour, 
interest on indebtedness, machinery expenses, crop expenses, feed and other 
livestock expenses, repairs to buildings, depreciation charges and other costs. 
The resulting figure, after deduction of these expenses, corresponds closely to 
the annual concept of “net income of farm operators from farming 
operations” as published by the Agriculture Division of Statistics Canada. 


For National Accounts purposes, certain adjustments are made to this 
figure. Imputed net rents on owner-occupied farm dwellings, and profits of 
agricultural enterprises organized as corporations, are deducted, since these are 
included in investment income. An adjustment on grain transactions is then 
made in two parts. The first part is an estimate of the undistributed earnings of 
the Canadian Wheat Board and the second allows for the fact that the earnings 
of the Canadian Wheat Board are calculated on the basis of change in the book 
values of inventories, whereas the value of physical change is required for the 
National Accounts.2. The resulting figure reflects the earnings of farm 
operators from current production, which is the appropriate aggregate for 
inclusion in the Gross National Product. 


To obtain the quarterly distribution of the above items, a number of 
special procedures have had to be adopted. As already noted, farm cash 
receipts are available monthly from the Agriculture Division of Statistics 
Canada. Quarterly estimates are made for each of the items of income in kind 
consumed on farms, and these are then summed to obtain a total quarterly 
“income in kind”’ figure; when necessary, the four quarters are adjusted to 
bring them into line with the final annual estimate. Specifically, the value of 
dairy products consumed on farms in each quarter is calculated from monthly 
price and quantity data supplied by the Agriculture Division of Statistics 
Canada. Estimates of the quantity and value of poultry consumed on farms are 
also supplied by the Agriculture Division. Consumption of hens and chickens is 
allocated throughout the year, while other types of poultry consumed are 
assigned arbitrarily to the fourth quarter. The value of eggs consumed on farms 
is published monthly by the Agriculture Division. Estimates of the value of 
cattle, calves, sheep, lambs and hogs killed and eaten on farms are computed 
from number and price data. Numbers are available for each six-month period 
from the semi-annual livestock surveys of the Agriculture Division, and these 
are arbitrarily allocated by quarters; for current periods a forecast is made 
until the semi-annual livestock survey becomes available. Current prices per 
head of livestock are obtained by projecting a Census benchmark figure of 
average price per head on an index of prices per hundred-weight. 


The annual estimates of fruits and vegetables consumed in kind are 
allocated quarterly by straight-line interpolation between annual benchmarks. 
For current periods, this method involves a forecast of the annual figure. The 
value of forest products consumed on the farm is assigned to the period 
October through to April. 


Quarterly changes in farm inventories are calculated as follows: the 
Agriculture Division of Statistics Canada prepares estimates of stocks of field 
crops held on farms at the end of each quarterly period. The quarterly 
quantum change is then valued at the average farm price prevailing during the 


2 Data obtained from weekly reports published by the Canadian Grain Commission. 
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quarter. Similarly, estimates of the number of head of livestock on farms, by 
type and age groups, are prepared quarterly by the Agriculture Division. The 
quarterly quantum changes in the case of livestock are valued at farm prices 
prevailing at the end of each quarter. 


Quarterly farm operating expenses are obtained essentially by allocation 
of the annual estimate. Various methods of allocation are used. Taxes on 
owned land and buildings and paid farm rent are distributed equally across the 
four quarters of the year. Wages to farm labour are estimated monthly by the 
Labour Division of Statistics Canada using interpolation techniques. Interest 
on farm indebtedness, building repair expenses, depreciation charges, and 
miscellaneous farm expenses are computed by straight line interpolation 
between annual benchmarks. Other farm operating expenses are allocated on 
the basis of quarterly patterns supplied by the Agriculture Division of 
Statistics Canada. For example, the quarterly distribution of feed purchases is 
derived by allocating 30% of the annual estimate to the first quarter, 25% to 
the second and fourth quarters, and 20% to the third quarter. In all cases, for 
the current period, such methods involve a forecast of the annual figure. 


Net Income of Non-farm Unincorporated Business, including Rent 


This component of the National Income consists of three groups of 
estimates: net professional income; net income of other unincorporated 
non-farm businesses; and net rental income of persons. Each of these groups of 
estimates is discussed separately in the following section. 


(a) Net professional income — This group includes independent 
professional practitioners such as doctors, dentists, accountants, lawyers and 
engineers. In general, there is little quarterly information available on 
professional incomes. Quarterly net incomes are therefore apportioned on the 
basis of a straight line trend between annual benchmarks; current quarterly 
figures are derived on the basis of a forecast of the annual. 


(b) Net income of other unincorporated non-farm business — This 
group of estimates covers a heterogeneous range of industries where, again, 
little systematic information of a quarterly nature is available. Various 
methods are used to construct the quarterly net income estimates for these 
industries, including synthetic operating accounts, allocation or projection on 
the basis of related indicators, or straight line interpolation. Where related 
indicators are used, the relationship to the net income estimates is sometimes 
rather loose and tenuous. 


In forestry, quarterly estimates of net income are derived by distributing 
annual figures on the basis of the change in the number of working 
proprietors;3 current quarterly figures are obtained by projections of these 
estimates. 


In fishing, estimates are obtained by the synthetic operating account 
method. Gross revenue is based on the value of fish caught and landed as 
compiled monthly by the Manufacturing and Primary Industries Division of 


3 Labour Force, Catalogue 71-001. 
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Statistics Canada (Monthly Review of Canadian Fisheries Statistics, Catalogue 
24-002). From this figure, the expense items are deducted. Quarterly estimates 
of depreciation are derived by straight line interpolation between annual 
estimates; for the current period this involves forecasting the annual figure. 
Other expenses are moved according to the pattern of the value of fish caught 
and landed. 


In hunting and trapping, the annual estimate is distributed evenly over 
the fall and winter months. Forthe current period this involves a forecast of 
the annual. 


In manufacturing, the annual estimates are distributed or projected on 
the basis of the change in the number of working proprietors.4 


In construction, net income of working proprietors is allocated and 
projected on the basis of the change in the volume of new residential 
construction as estimated for these Accounts. 


The quarterly distribution of net income of unincorporated retail stores is 
based on the value of.total retail sales;5 the latter is also used as the current. 
projector. The quarterly allocation and projection of net income in wholesale 
trade is based on the value of wholesale sales. 


In finance, insurance and real estate, quarterly net income is obtained by 
a straight line interpolation between annual estimates; currently this involves a 
forecast of the annual. 


The various service industries constitute an important segment of the 
unincorporated business field, but information respecting quarterly 
movements of net income for this group is fragmentary. In laundry and 
dry-cleaning, and barbering and hairdressing, the quarterly estimates are linked 
to the quarterly movement of consumer expenditures on these services. Net 
income in undertaking is based on a composite index combining the number of 
deaths with the consumer price index. Net income in hotels and tourist camps 
is based on an index of employment in hotels. In restaurant service, an index 
of total restaurant sales is used. Net income from boarding and lodging is 
derived by straight line interpolation between annual estimates. Miscellaneous 
business and personal service is adjusted according to the movement of the 
totals of business and personal service as calculated above. 


(c) Net rental income of persons — The calculation of the quarterly net 
rent estimates of persons and unincorporated businesses is divided into three 
parts: 

(i) non-farm rents, residential; 


(ii) non-farm rents, non-residential; 


(ii) farm rents, both residential and non-residential. 


4 Labour Force, Catalogue 71-001. 
5 Retail Trade, Catalogue 63-005. 
6 Wholesale Trade, Catalogue 63-008. 
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Of these three classes, the first is the most important in size. It is also the 
only area in this group of estimates where quarterly information is available as 
a basis for preparing the estimates. 


Residential non-farm rents (including garages) are divided into rents paid 
on tenant-occupied dwellings and rents imputed on owner-occupied dwellings. 
The steps followed are similar to those employed for the annual estimates and 
can be outlined as follows: 


Gross paid rents 

Less: Expenses of facilities supplied by landlords and included in paid 
Tent: 

Equals: Gross space rent paid by tenant occupants. 

Plus: Gross space rent imputed to owner-occupants. 

Equals: Gross paid and imputed rent for space. 

Less: Space expenses for tenant and owner-occupied dwellings (repair 
and maintenance; municipal property taxes; depreciation; 
insurance premiums; mortgage interest). 

Equals: Net paid and imputed rents. 

Less: Net rents paid to non-personal sectors. 

Equals: Net rent paid and imputed, received by individuals. 


Gross paid residential non-farm rents are estimated quarterly on the basis 
of quarterly estimates of occupied non-farm dwellings obtained from Central 
Mortgage and Housing Corporation. The figures are broken down into 
estimates of tenant-occupied dwellings and owner-occupied dwellings using 
rather arbitrary assumptions.?7 The average rent paid is obtained from monthly 
data collected by the Prices Division of Statistics Canada. 


Quarterly estimates of landlord heating costs are allocated or projected 
on the basis of estimates of all residential fuel consumption. Other landlord 
facility expenses are interpolated on a straight-line basis between the annual 
benchmarks. Current quarterly figures are projected on the basis of the past 
trends. 


Imputed gross space rent on owner-occupied dwellings is calculated by 
multiplying the average space rent paid by tenants by an estimate of the 
number of owner-occupied dwellings, adjusted to take account of differences 
in the number of rooms in owner-occupied dwellings compared to 
tenant-occupied dwellings. 


The quarterly space expense estimates are, with one exception, essentially 
straight-line interpolations between annual benchmarks. Expenses such as 
repair and maintenance, depreciation, insurance premiums, and mortgage 
interest can be viewed as accruing steadily from year to year. A forecast of the 
annual for the current year is involved, in order to derive current quarterly 
figures. The exception to this procedure is the case of municipal property 
taxes, where each year’s annual average is divided by four. The rationale for 


7 It is assumed that all single detached dwellings and one-half of semi-detached 
dwellings are for owner-occupancy. The balance of semi-detached dwellings, apartments and 
flats are assumed to be for tenant-occupancy. 
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this procedure is that while real property tax liabilities accrue fairly evenly 
throughout the course of any particular year, there can be significant 
year-to-year changes in tax rates. Where such tax changes occur, it is 
appropriate to record this as a discrete “break”? between annual levels, in 
contrast to the straight-line interpolation techniques which implies steady 
growth from year to year. 


Net rents paid to the non-personal sector (a deduction) are allocated 
according to the pattern of total net paid and imputed rents. 


Non-residential non-farm rents received by persons are allocated or 
projected quarterly by straight-line interpolation between annual benchmarks. 
This procedure involves a forecast of the annual in all cases. The same 
procedures are employed to derive quarterly estimates of farm rents, both 
residential and non-residential. 


Inventory Valuation Adjustment 


The procedures involved in calculating the inventory valuation 
adjustment on a quarterly basis are identical to those for the annual estimates, 
apart from the time period covered. These procedures are described in Chapter 
7, and the reader is referred back to this chapter for detailed comment. The 
single difference is that whereas in the case of the annual estimates the time 
period covered runs from December 31 to December 31, in the case of the 
quarterlies the book value data must be assembled and deflated, and the 
change in constant dollar book values “‘revalued’’, in terms of a time frame 
which runs from December 31 to March 31, for the first quarter; March 31 to 
June 30, for the second quarter; June 30 to.September 30, for the third 
quarter; and September 30 to December 31, for the fourth quarter. The 
methods of estimating the inventory book values on a quarterly basis are 
described in Chapter 7. 


Indirect Taxes Less Subsidies 


At the federal level, data on customs import duties, excise duties and 
excise taxes, and the business share of privileges, licences and permits are 
available monthly on a collections basis from statements of the financial 
operations of the Government of Canada published in the Canada Gazette; 
quarterly figures relating to the Prairie Farm Assistance Act levy are obtained 
from the Department of Agriculture. 


Provincial indirect taxes on a quarterly basis are mainly derived, since 
1951, from the quarterly returns submitted by the provinces and territories to 
Statistics Canada. Quarterly profits of liquor commissions are available for 
some of the provinces, but for others the annual figures are allocated on the 
basis of quarterly provincial sales of liquor, wine and beer. 


For the years 1947 to 1950, before quarterly returns were available from 
the provinces, the provincial quarterly estimates, for the most part, are derived 
by allocating the annual figures according to the movement of related 
indicators. Gasoline taxes are allocated in accordance with quarterly sales of 
taxable gasoline for those years, as reported to the Transportation Division of 
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Statistics Canada. Retail sales taxes are distributed according to the quarterly 
value of taxable retail sales in the province in which the tax is levied, with the 
basic information obtained from the Merchandising and Services Division of 
Statistics Canada. Tobacco taxes are allocated according to quarterly releases 
of tobacco, as reported to the same Division. Other taxes, including the 
business share of motor vehicle licences and permits, amusement taxes, taxes 
on corporations other than on profits, miscellaneous taxes, and licences, 
permits and public domain revenues, are allocated according to the 1951 
pattern of collections. 


Local indirect taxes consist mainly of real property taxes on owner- 
occupied and rental property. These taxes are allocated equally across the four 
quarters of each year since they accrue on a day-to-day basis within each year 
but are affected by changes in tax rates between years. Local retail sales taxes 
are allocated according to the quarterly value of taxable retail sales in the 
provinces where they are levied. A straight-line interpolation between annual 
figures is used for the quarterly allocation of licences, fees and permits. 
Amusement taxes and miscellaneous taxes are spread equally across each year. 
Fines and tax penalties of various types are allocated arbitrarily on the basis of 
averages of past patterns. For current quarterly periods, these procedures 
almost always involve a forecast of the annual figure. 


Federal subsidy payments are available on a monthly basis from monthly 
statements of expenditures supplied by the Department of Supply and 
Services. Provincial subsidy payments are obtained from the quarterly 
statements which have been submitted to Statistics Canada by the provinces 
since 1951. Prior to 1951, provincial subsidies are allocated on the basis of the 
pattern prevailing in the year 1951. 


Capital Consumption Allowances and Miscellaneous Valuation Adjustments 


The estimates of capital consumption allowances include depreciation on 
the stock of fixed assets held by the corporate and government business 
enterprises sector, the persons and unincorporated business sector, and the 
government sector. The miscellaneous valuation adjustments include certain 
capital outlays charged to current expense, certain non-capital outlays charged 
to capital account, and the claim portion of business and residential insurance. 


Quarterly estimates of corporate depreciationare derived essentially from 
the same sources and employ the same approach as the quarterly corporation 
profits estimates. Financial statistics on the operations of corporations have 
been collected through regular quarterly surveys by Statistics Canada since the 
early 1950’s. This information is currently published each quarter in /ndustrial 
Corporations, Quarterly Financial Statistics, Catalogue 61-003, and Financial 
Institutions Financial Statistics, Catalogue 61-006. The information on 
corporate book depreciation collected in these surveys forms the basis of the 
corporate depreciation estimates entered in these Accounts. As in the case of 
the calculation of quarterly corporation profits, the estimates are prepared for 
three separate groups of corporations: industrial (non-financial) corporations, 
which make up by far the greater part of the estimate; financial corporations 
(except banks and insurance companies); and banks and insurance companies. 
In the latter case, little quarterly information on depreciation is available and 
the figures are derived by straight-line interpolation between annual totals. 
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Quarterly estimates of depreciation on the stock of assets held by the 
persons and unincorporated business sector are also basically derived by 
straight-line interpolation between annual benchmarks. There are no reported 
book figures of depreciation available in this area on a quarterly basis. Where 
synthetic operating accounts are prepared as in the case of agriculture, the 
quarterly depreciation estimates are derived by interpolation techniques. 


Quarterly estimates of depreciation in the government sector are also 
derived by straight-line interpolation between annual figures. The imputed 
depreciation on the stock of fixed assets held by governments is on a 
replacement cost basis of valuation. 


All of the miscellaneous valuation adjustment items are allocated by 
quarters on the basis of straight-line interpolations between annual totals, with 
one single exception. The exception relates to brokerage fees on the purchase 
and sale of stocks and bonds, a type of non-capital outlay charged to capital 
account by business. The negative valuation adjustment which is made to 
“capital consumption allowances and miscellaneous valuation adjustments” to 
correct the income side of the Accounts for the over-statement of business 
profits is allocated by quarters on the basis of the quarterly pattern of the. 
volume of trading on the Toronto Stock Exchange. 


Gross National Expenditure 
Personal Expenditure on Consumer Goods and Services 


As is the case with the annual estimates, the quarterly estimates of 
personal expenditure on consumer goods and services are calculated under 
three broad categories: personal expenditure on goods; personal expenditure 
on services; and net personal expenditure abroad. The following discussion is 
organized along these lines. 


(a) Personal expenditure on goods — Quarterly estimates of consumer 
spending on goods are calculated separately for each of about twenty 
individual commodities or commodity groups. The commodity groups which 
form the classificatory framework for the quarterly estimates of goods 
consumption are identical to those of the annual estimates as presented in 
Table 53 of Volume 1 (see also Table 16-1). Each of these individual annual 
estimates is allocated by quarters on the basis of a related indicator or set of 
indicators which reflects the quarterly pattern of personal expenditure on that 
particular good or group of goods. Going into the current year, the quarterly 
figures derived in this way are projected forward on the basis of the 
year-to-year percentage change shown in the relevant quarterly indicator. A 
majority of the indicators used to interpolate or project the basic data are 
derived directly from the monthly sample survey of retail sales of chain and 
independent stores, or the monthly survey of department store sales.8 In other 
cases, the indicators are based on material from special-purpose surveys in 
specific areas. 


8 Retail Trade, Catalogue 63-005; Department Store Sales and Stocks, Catalogue 
63-002. 
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Table 16-1 provides a summary view of the commodity groups for which 
quarterly estimates are obtained by interpolation or projection. It also shows 
the related indicators which are used to derive the quarterly estimates, and the 
sources of this information. It may be noted that the 1961 values shown in 
this table include provincial and local sales taxes, and imputed expenditures 
on income in kind, in line with the annual data shown in Table 53 of Volume 
1. However, in the actual calculation of the quarterly estimates, the quarterly 
figures are computed exclusive of the provincial and local taxes and imputed 
expenditures in the first instance. The sales taxes and imputed expenditures, 
which are not ordinarily reflected in retail sales, are separately estimated by 
quarters for each commodity group and are added in at a later stage, after the 
basic interpolation or projection has been carried out on the basis of the 
related indicators. 


TABLE 16-1. Principal Quarterly Indicators used to Derive Quarterly 
Estimates of Personal Expenditure on Consumer Goods 


Table 53 of Volume 1 


Line 


No. w4: : 
Durability : 1961 
Place Commodity group Calne! 


Principal quarterly indicators or projectors 


I 
$000,000 


2 N-D Food and non-alcoholic beverages 4,811 Retail sales of grocery and combination stores, 
and all other food stores (Retail Trade, 
63-005). 


3 N-D Alcoholic beverages 960 Sales of provincial liquor control boards and 
commissions (unpublished data from 
Merchandising and Services Division). 


4 N-D Tobacco products 790 Sales of tobacco products (Tobacco and Tobacco 
Products Service Bulletin, 32-022); and the 
consumer price index of tobacco products 
(62-002). 


6 S-D Men’s and boys’ clothing 631 Retail sales of men’s clothing stores (Retail 
Trade, 63-005), 50% of retail sales of family 
clothing stores (Retail Trade, 63-005), and 
department store sales of men’s clothing, 
men’s furnishings, and boys’ clothing and 
furnishings (Department Store Sales and 
Stocks, 63-002). 


7 S-D Women’s and childrens’ clothing 1,234 Retail sales of women’s clothing stores (Retail 
Trade, 63-005), 50% of retail sales of family 
clothing stores (Retail Trade, 63-005), and 
department store sales of women’s and 
childrens’ clothing (Department Store Sales 
and Stocks, 63-002, items 1 through 11). 


8 S-D Footwear and repair 395 Retail sales of shoe stores (Retail Trade, 63-005) 
and department stores sales of footwear 
(Department Store Sales and Stock, 63-002, 
items 12 and 16). 


13 N-D Electricity 371 Electric power generated by utilities (Electric 
Power Statistics, 57-001). 


14 N-D Gas 125 Sales of pipeline gas (Gas Utilities, 55-002). 


1) N-D Other fuels 584 Sales of fuel oil to households (Refined 
Petroleum Products, 45-004) and retail sales of 
fuel dealers (Retail Trade, 63-005). 


17 D Furniture, carpets, etc. 539 Retail sales of furniture (unpublished survey 
detail) and department store sales of furniture, 
floor coverings, draperies, etc. (Department 
Store Sales and Stocks, 63-002). 


See footnote(s) at end of table. 
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TABLE 16-1. Principal Quarterly Indicators used to Derive Quarterly 
Estimates of Personal Expenditure on Consumer Goods — Concluded 


Table 53 of Volume 1 


Line | | Principal Quarterly Indicators or Projectors 


No. oa: 
Durability 2 1961 
ee Commodity group inet 


$000,000 


18 D Household appliances 421 Domestic consumption (factory shipments plus 
imports minus exports) of refrigerators and 
freezers, washing machines and clothes dryers, 
and other electrical appliances. Factory 
shipments are based on 43-001, 43-002, 
43-003 and 43-006. Imports and exports are 
from Trade of Canada data. 


19 S-D Semi-durable household furnish- 936 | Department store sales of piece goods, linens, 
ings smallwares, china and glassware, lamps and 


pictures, etc., and hardware (Department Store 
Sales and Stocks, 63-002); and retail sales of 
hardware stores (Retail Trade, 63-005). 


20 N-D Non-durable household supplies? 362 Shipments of soaps, detergents, and other related 
products (Soaps and Synthetic Detergents, 
46-003). 


28 N-D Drugs and sundries 334 Retail sales of drug stores (Retail Trade, 63-005). 


30 D New and used (net) automobiles 1,301 |New Motor Vehicle Sales (63-007) and 
unpublished data from the Merchandising and - 
Services Division on used car sales. 


31 D Vehicle repairs and parts 474 Retail sales of service stations and garages (Retail 
Trade, 63-005) and wholesale sales of 
automotive parts and accessories (Wholesale 
Trade, 63-008). 


32 N-D Gasoline, oil and grease TAM Retail sales of service stations and garages (Retail 
Trade, 63-005). 


37 D Recreation, sporting and camping 630 | Domestic consumption of radio and television 
equipment receiving sets (factory shipments from 43-004 
and exports and imports from Trade of Canada 
data); and department store sales of toys and 
games, and sporting goods and luggage 
(Department Store Sales and Stocks, 63-002). 


38 S-D Books, newspapers and magazines 351 Department store sales of stationery, books and 
magazines (Department Store Sales and 
Stocks, 63-002). 


42 S-D Jewellery, watches and repairs 151 Retail sales of jewellery stores (Retail Trade, 
63-005) and department store sales of 
jewellery (Department Store Sales and Stocks, 
63-002). 


Toilet articles, cosmetics 172 | Department store sales of toiletries, cosmetics 
and drugs (Department Store Sales and Stocks, 
63-002). 


43 N-D 


Total personal expenditure on 16,283 
consumer goods 


1 The commodity groups shown here for the year 1961 include provincial and local sales taxes, and imputed expendi- 
tures on income in kind. In the quarterly calculation, the estimates are computed using the various related indicators exclusive 
of those sales taxes and imputed expenditures in the first instance. The sales taxes and imputed expenditures are separately 
calculated by quarters for each commodity group and added in at a later stage. 

2 Includes soap and cleaning supplies. 


In adding back provincial and local sales taxes to bring the commodity 
estimates up to a market price level of valuation, the procedure followed is 
broadly similar to that for the annual figures. Estimates of personal 
expenditure by commodity group for each province are first calculated on a 
quarterly basis on the assumption that provincial shares of the national total 
and its commodity breakdown have remained relatively unchanged from the 
previous year. The tax rate currently in force in each province is then applied 
to the provincial estimate of the particular commodity groups on which such 
taxes are levied. 
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An imputation is made to include in the estimates of personal 
expenditure on goods the value of goods consumed out of income in kind. In 
each case the figures are based on the quarterly estimates used for the income 
side. The estimate of food and fuel consumed on farms is a part of the 
calculation of net farm income prepared by the Agriculture Division. Food 
received and consumed by non-agricultural workers is computed in connection 
with the estimates of wages, salaries and supplementary labour income. The 
value of lodging supplied to both farm and non-farm workers is not included 
here, being classified to the services estimate. Estimates of food and clothing 
issued to the Armed Forces are prepared in connection with the figures of 
military pay and allowances. 


(b) Personal expenditure on services — Like the goods estimates, the 
quarterly estimates of consumer expenditure on services are also calculated 
separately, for each of about 20 individual groups of services. The various 
service groups which form the basis of the quarterly estimates are identical to 
those of the annual estimates as presented in Table 53 of Volume 1. Table 
16-2 shows the breakdown and provides a synoptic view of the way in which 
the quarterly estimates for services are derived. The descriptions accompanying 
each major group are not exhaustive but cover the principal sub-component 
series. 


In a good many cases, as Table 16-2 indicates, the quarterly estimates of 
personal expenditure on services are taken directly from or are based on 
calculations which have been prepared in connection with the income side of 
the Accounts. Thus, farm and non-farm residential space rents, paid and 
imputed, are calculated in connection with the net rental income component 
of the Accounts. Wages and salaries paid by households to domestic servants, 
included in ‘“‘domestic services’, are calculated in connection with the 
estimates of wages, salaries and supplementary labour income. Personal 
expenditure on lodging is based on estimates prepared in connection with the 
quarterly figures of net income from boarding and lodging. Estimates of 
personal expenditure for the services of physicians, surgeons, dentists, and 
nurses are basically related to the estimates of net income of the professional 
service groups. Estimates of paid and imputed banking services, and estimates 
of net personal expenditure on consumer debt service, are based upon 
calculations made in connection with the estimates of interest and 
miscellaneous investment income. 


In those cases where quarterly estimates of spending on services are not 
available as a result of an explicit link to the income figures, the methods of 
estimation vary a good deal. Wherever possible, the procedure followed is to 
allocate the annual benchmark figure to the various quarters on the basis of an 
indicator or series which closely reflects the quarterly movement of the basic 
data, and to carry the resulting quarterly estimates forward into the current 
period by projection, using the same indicator. For certain classes of services 
fairly reliable data are available to serve as the interpolating or extrapolating 
series. Expenditures for transportation on steam railways, buses, and air 
carriers are distributed or projected in accordance with monthly passenger 
operating revenues. Expenditures for postal service are distributed or projected 
in accordance with monthly post office revenues. Expenditures on laundry and 
dry-cleaning services are distributed or projected on the pattern of man-hours 
and earnings data (adjusted for price increases) in laundry and dry-cleaning 
establishments. Expenditure on restaurant meals is distributed or projected on 
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the movement of the receipts of chain and independent restaurants. In such 
cases, a reasonably realistic approximation to actual quarterly expenditures 
can be obtained through the use of these related indicators. 


However, a number of components of the services estimate are based on 
methods of estimation which are clearly unsatisfactory. The methods used for 
this group of estimates include straight-line interpolation and projection of 
trend, distributions based on changes in population and the consumer price 
index, and in some cases, purely arbitrary allocations. Among the major 
components to be found in this group are personal expenditure for taxi 
service, expenses of insurance companies, expenditures for recreational services, 
and expenditures for hotel accommodation. 


TABLE 16-2. Principal Quarterly Indicators used to Derive Quarterly 
Estimates of Personal Expenditure on Consumer Services 


= 


Table 53 of Volume 1 


ne : Principal Quarterly Indicators or Projectors 


Commodity Group wake 


| $000,000 


10 Gross imputed rent 2,545 Estimates derived directly from the income side, 
in connection with the calculations of the 
quarterly rental income estimates. 


11 Gross rent paid 1,099 Estimates derived directly from the income side, 
in connection with the calculations of the 
quarterly rental income estimates. 


12 Other lodging 61 Estimates based on calculations made in 
connection with the quarterly estimates of net 
income of other unincorporated business from 
boarding and lodging. 


21 Laundry and dry cleaning 180 Annual estimates allocated quarterly and 
projected on the basis of a combined index of 
manhours and average hourly earnings in 
laundry and dry cleaning establishments 
(Employment, Earnings and Hours, 72-002). 
A price factor is incorporated from the 
Consumer Price Index. 


22 Domestic service 197 Calculated in connection with the estimates of 
wages, salaries, and supplementary labour 
income. 


23 Other household service 68 Mainly the administrative expenses of insurance 
companies (premiums minus claims) 
associated with personal property and theft 
insurance. Quarterly estimates based on 
straight-line interpolation or projection of 
trend. 


25 Medical care 595 Estimates based on calculations made in 
connection with the quarterly estimates of net 
income of professional practitioners. 

26 Hospital care and the like 163 Straight-line interpolation or projection of trend. 
The bulk of hospital care expenditure is now 
(since 1961) included with government 
expenditure on goods and services. 


27 Other medical care expense 39 Mainly the administrative expenses of insurance 
companies (premiums minus claims) 
associated with private accident and sickness 
insurance schemes. Straight-line interpolation 
or projection of trend. 
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TABLE 16-2. Principal Quarterly Indicators used to Derive Quarterly 
Estimates of Personal Expenditure on Consumer Services — Concluded 


Table 53 of Volume I 


re Principal Quarterly Indicators or Projectors 
i 1961 


Commodity Group Waite 


$’000,000 


33 Other auto related services 206 Includes mainly the administrative expenses of 
insurance companies (premiums less claims) 
associated with automobile insurance, plus the 
estimated portion of rents paid and imputed 
for garages. The former estimate is derived by 
straight-line interpolation or projection. The 
latter estimate is derived directly from the 
income side in connection with the quarterly 
rental income estimates. 


34 Purchased transportation 428 Based mainly on passenger operating revenues of 
major carriers /Air Carrier Operations in 
Canada, 51-002; Passenger Bus Statistics — 
Intercity and Rural, 53-002; Railway 
Operating Statistics, 52-003). Taxi service 
based on population and consumer price 
index. 


35 Communications 347 Operating statistics of telephone companies, and 
postal revenues. Expenditure for telegraph 
services are based on straight-line 
interpolation. 


39 Recreational services 322 There is little quarterly information available for 
this component. The figures are allocated 
arbitrarily. 


40 Education and cultural services oT Includes operating expenditures of universities 
and personal outlays for private school 
tuition. The figures are allocated arbitrarily. 
Enrollment forecasts are used to project 
university operating expenditures. 


44 Personal care 251 Includes outlays on barbershops, beauty parlours, 
and funeral and burial expenses. The latter are 
allocated or projected on the basis of numbers 
of deaths and the consumer price index. Other 
components are allocated or projected on the 
basis of changes in the population and the 
consumer price index. 


45 Expenditure on restaurants and ho- 1,448 Restaurant Statistics, 63-011; unpublished retail 

tels trade data on sales to licensees by liquor 
control boards; and, for hotel accomodation, 
interpolation and projection of annual data 
with a seasonal pattern imposed. 


46 Financial, legal and other services 987 Includes bank service charges, paid and imputed 
(Cheques Cashed in Clearing Centres, 61-001); 
interest charges on consumer debt (derived 
directly from the quarterly estimates of 
interest and miscellaneous investment 
income); and the investment expenses of life 
insurance companies (straight-line 
interpolation). 


47 Operating expenses of non-profit or- 279 Based largely on straight-line interpolation and 
ganizations projection of trend. 


48 Net expenditure abroad 135 Based on quarterly data on travel expenditures 
from the Balance of Payments Division. 
Total personal expenditure on con- 9,647 


sumer services 
TS 


(c) Net personal expenditure abroad — This net adjustment is necessary 
to include, in personal expenditure, the expenditure of Canadian residents in 
foreign countries, and to exclude the expenditures of non-residents in Canada. 
The details of the adjustment are described in Chapter 5. The quarterly figures 
are based on estimates made by the Balance of Payments Division of Statistics 
Canada. 
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Government Current Expenditure on Goods and Services 


In general, all of the quarterly estimates of revenue and expenditure in 
the government sector are based on an analysis of quarterly (or monthly) 
reports of governments and their agencies. Most of the estimates are prepared 
by the Public Finance Division of Statistics Canada. At the federal level, the 
quarterly estimates are almost as reliable as the annual estimates since the 
figures are based primarily on monthly data published in the Canada Gazette, 
supplemented by a monthly computer-produced analysis provided by the 
Department of Supply and Services, and accounting statements of a number of 
government agencies. At the provincial level, the main sources of data (since 
1951) are the quarterly returns submitted by the provinces and territories to 
Statistics Canada. Quarterly data for local governments are based to a large 
extent on a quarterly sample survey of 250 municipalities in seven provinces 
which has been conducted by Statistics Canada since 1964. Little quarterly 
data exists in the area of hospital expenditures, and related indicators are used 
to derive the quarterly allocations. A fuller description of the methods and 
sources used in preparing quarterly estimates of government current 
expenditure on goods and services is given in this section. 


As in the annual estimating procedures, the quarterly estimates of federal 
and provincial government expenditure on goods and services are derived 
residually, by eliminating from government budgetary expenditures all outlays 
which are not made directly to purchase new goods and services. These 
“non-goods and services” outlays cover such elements as subsidies, transfer 
payments to individuals and private non-profit institutions, transfers to other 
levels of governments, transfers to non-residents, amounts paid to cover losses 
of government-owned enterprises, provisions for debt retirement, reserves and 
write-offs, and other bookkeeping adjustments. Purchases of land and used 
capital assets are also eliminated since these do not represent expenditures on 
the current production of new goods and services. Government expenditures 
on goods and services which take place outside the framework of the 
budgetary accounts are then added to this residual calculation. Estimates of 
imputed capital consumption allowances and imputed banking services are also 
added, with the quarterly allocations being based on_ straight-line 
interpolations. 


From this estimate of total expenditure on goods and services (both 
current and capital), an estimate of the capital portion is deducted. This 
capital portion represents government cash outlays on capital items as 
calculated from government returns.? The resulting residual figure represents 
government current expenditure on goods and services. 


At the federal level, all of the budgetary data necessary to carry out the 
above procedures are available from the monthly expenditure statements of 


9 It should be noted that in the estimates of gross fixed capital formation, a timing 
adjustment has been made to convert government capital expenditures from a cash to an 
accrual basis. The adjustment represents the difference between the estimates of cash 
outlays on capital items derived from government returns and an estimate of the value of 
work put in place, based on employment and related data. The cash estimate is deducted 
from total government expenditure on goods and services to derive current expenditure on 
goods and services. The accrual estimate is used to obtain estimates of gross fixed capital 
formation. The method of deriving the accrual estimates of capital outlays is described 
under the section Gross Fixed Capital Formation. 
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the Department of Supply and Services, or from statements published in the 
Canada Gazette. It should be noted that expenditures on goods and services 
charged in the April supplementary period!® of the fiscal year in the 
government accounting records are divided equally between the first and 
second quarters in the National Accounts presentation. To the extent these 
April supplementary government expenditures are matched by shipments out 
of business inventories which took place in the first quarter, consistency 
requires that a part of the payments be assigned to the first quarter and not to 
the second. To the extent that these April supplementary government 
expenditures are matched by factor incomes recorded in the Accounts in the 
second quarter, consistency requires that a part of the payments be assigned to 
the second quarter. Since the exact amount of the adjustment required to 
achieve consistency in the timing of these transactions is not known, the 
amount of the supplementary payments is equally divided between the first 
and second quarters. 


Adjustments are also made, at the federal level, to eliminate amounts 
charged to defence expenditures in the budgetary accounts which are not 
related to current production. For example, prior to 1959, shipments from 
stocks of previously produced military equipment to NATO countries are 
reflected in the government accounts as budgetary expenditure, with the 
amounts involved credited to a Defence Equipment Replacement Account. 
For National Accounts purposes, it is necessary to delete these amounts from 
budgetary expenditures, and to add back the actual outlay for new goods and 
services made out of the Defence Equipment Replacement Account. 


At the provincial level, a procedure similar to that described above is 
followed to derive quarterly figures of government expenditure on goods and 
services from the returns submitted by the provinces, for all years after 1950. 
For the years 1947 to 1950, the quarterly pattern prevailing in 1951 was 
employed to distribute the annual data. 


Quarterly estimates of expenditure on goods and services by local 
governments are not based on residual calculations but are derived directly. 
For years since 1964, the expenditures of municipalities are based on the 
quarterly sample survey noted earlier; for the years prior to 1964, an average 
of the survey results for the five-year period 1964 to 1968 was used. Quarterly 
expenditures of local schoolboards are derived using the pattern of salaries and 
wages as estimated by the Labour Division for the quarterly wages, salaries and 
supplementary labour income component on Gross National Product. 


There is little reliable quarterly information on hospital expenditures on 
goods and services. The pattern of wages and salaries as estimated by the 
Labour Division in this area is used for the quarterly allocation and projection. 


Gross Fixed Capital Formation 


Quarterly estimates of gross fixed capital formation are prepared 
separately for each of the three main components of investment spending: 


10 This is the one-month period following March 31 of each fiscal year during which 
the books are held open to complete the clearing and payment of accumulated liabilities on 
transactions for which commitments were made prior to March 31. 
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residential construction; non-residential construction; and investment in 
machinery and equipment. Within each of these three main components, the 
calculations are carried out in a way which distinguishes between the business 
portion of the investment spending and that portion which represents 
government capital spending. 


In general, for non-residential construction and machinery and equipment 
investment, the quarterly estimates are derived by allocating annual data on 
the basis of specially constructed quarterly indicators. The annual data are 
from the large-scale survey of reported private and public investment which 
has been described in Chapter 7.1! For current quarters for which no annual 
data are available, the series are carried forward according to the movement of 
the specially constructed indicators. These quarterly indicator series, which are 
used for interpolation or extrapolation, are prepared for each of the main 
sub-component series of non-residential construction and machinery and 
equipment investment. 


In the case of residential construction, the quarterly estimates are derived 
on a completely different basis. There are no annual benchmark figures on 
reported investment in housing to which quarterly interpolators or projectors ° 
can be applied. However, there is relatively good information on the monthly 
(quarterly) volume of housing activity and on the price of housing. On the 
basis of this information, quarterly estimates of the value of housing put in 
place are calculated, and the annual figures of housing investment are derived 
as the sum of the four quarterly estimates. 


(a) Residential construction — The quarterly value estimates of 
expenditure on housing are derived by assembling and combining information 
which reflects three factors: the number of housing starts by type of dwelling 
in each quarter (singles, doubles, row and apartment); the average timing 
pattern by quarters of actual work put in place for each type of dwelling (an 
“activity” coefficient); and the average unit cost of each type of dwelling.The 
number of dwelling starts (which are available monthly) combined with the 
activity pattern for each type of dwelling provides the basis for calculating the 
volume of housing put in place in each quarter.!2 The volume of housing put 
in place in each quarter (expressed as numbers of units) combined with the 
average price per unit yields the basic quarterly value figure of expenditure on 
new housing. To this estimate must be added quarterly estimates of major 
alterations .and improvements, conversion costs,and supplementary costs. The 
sum of these quarterly figures represents total private and public outlays for 
new housing construction in Canada. Estimates of housing outlays made by 
government departments (which are relatively very small) are then deducted to 
arrive at the “business” share of residential construction expenditures as 
presented in these Accounts. 


11 Private and Public Investment in Canada, Outlook and Regional Estimates, 
Statistics Canada,Catalogue 61-205. 

12 The activity coefficient multiplied by the number of starts in the month gives an 
estimate of the volume of construction associated with the starts of that particular month. 
To this must be added estimates of the volume of activity in the month which is associated 
with starts commenced in earlier months. The process is one of continuous summation, 
apportioning the total activity associated with each month’s starts over several succeeding 
months, and summing the results for all active months. On completion, the data for any 
particular month is automatically retired from the estimates. 
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The number of housing starts in Canada — a basic element in these 
calculations — is available monthly from a survey carried out by Central 
Mortgage and Housing Corporation and published in New Residential 
Construction, Catalogue 64-002. The timing pattern of work put in place by 
type of dwelling is based on the average construction time of a sample of 
dwellings constructed and financed under the National Housing Act. The 
average unit cost of dwellings is based on information on building permits 
issued, published in Building Permits, Catalogue 64-001. These data constitute 
the basic source of the information underlying the calculation of the quarterly 
housing estimates. The value of major alterations and improvements, and 
costs of conversion, are estimated largely from building permit records. 
Supplementary costs, which include such acquisition costs as legal fees, 
surveying fees, and accrued interest charges, are geared essentially to the 
movement of the number of housing completions in the quarter (these are also 
available monthly). Estimates of the value of housing investment by 
government departments are based on data provided by Central Mortgage and 
Housing Corporation. 


Before the year 1970, the quarterly estimates of housing investment were 
based on a somewhat different method. The earlier procedures took specific 
account of the numbers of starts, completions, and units under construction, 
with a timing adjustment designed to convert these data to measures of 
volume of work put in place. The valuation procedures incorporated 
information on unit costs of construction, and weighted cost indexes 
embodying movements in the wage rates of construction workers and 
residential building material prices. These procedures were replaced in 1970 by 
the method described above. 


(b) Non-residential construction — In the case of non-residential 
construction, the estimates are derived by interpolation of the annual figures 
using specially prepared quarterly indicators, and projecting the quarterly 
estimates forward on the basis of these same indicators. Thus, for the business 
portion of non-residential construction, these related indicator series are 
prepared for each of the four main sub-components of business non-residential 
construction outlays: ! 3 


(i) building construction; 
(ii) highways, bridges and streets; 
(ili) railway construction; and 


(iv) other engineering contruction. 


In general, the quarterly indicator series for each of these four 
sub-components consists of a weighted composite index which reflects changes 
in employment in that particular field of construction activity; changes in 
average weekly hours worked; changes in average hourly earnings; and changes 
in building material prices. The employment and hours worked per week 
(manhours) data provide a measure of changes in the physical volume of 


13 A description of the type of construction activity included in each of these 
sub-components is given in Chapter 7. 


— 378 — 


activity in the area. The average hourly earnings and building material prices 
data (appropriately weighted for labour and material content) provide a 
measure of changes in the cost of that particular type of construction activity. 
These measures of volume and cost are combined into a single index to yield 
an indicator designed to approximate the quarterly change in the value of 
construction expenditure, for each of the four sub-component categories of 
non-residential construction. 


The source of the information on employment, hours and earnings in 
each of these four categories is the report Employment, Hours and Earnings, 
Catalogue 72-002. The source of the building material prices information is the 
Prices Division of Statistics Canada (some of this information is published in 
the report Prices and Price Indexes, Catalogue 62-002). 


It will be evident from what has been said earlier that these quarterly 
indicators constructed as described above, are likely to be deficient in a 
number of ways as measures of changes in the value of construction 
expenditure. When used as projectors into the current period to derive the 
current quarterly estimates, they cannot take account of changes in 
productivity, profit margins, or overhead costs. Manhours data are inadequate | 
as a measure of changes in the volume of output in construction if 
productivity is changing. Also, the indicators reflect changes only in the labour 
and material costs of construction — not changes in the final product prices of 
a unit of construction. Consequently, the sum of four quarterly estimates for 
any current year derived in this way will not yield an annual estimate which is 
fully consistent with the annual estimate derived from the annual survey of 
reported investment spending by business firms.!4 When the results of the 
annual survey become available, the quarterly estimates are adjusted to the 
annual levels indicated by the survey, using the quarterly indicators 
constructed as above for interpolation. 


Quarterly estimates of government non-residential construction outlays 
are derived using procedures which are similar to those used for business 
non-residential construction expenditures. The sources of the data and the 
methods used to prepare the quarterly indicators are identical. In this case, 
however, only three sub-components are separately estimated — building 
construction; highways, bridges and streets; and other engineering construction. 
No indicator is prepared for railway construction since this is virtually all 
private sector investment. 


(c) Machinery and equipment — In general, the quarterly estimates of 
total private and public investment in new machinery and equipment are 
derived by allocating the annual estimates on the basis of indicators which 
reflect domestic use or disappearance of machinery and equipment. These 
indicators are built up, for the most part, by taking total Canadian factory 
shipments of machinery and equipment, adding to them all imports of: 
machinery and equipment (about 50% of all machinery and equipment going 
into investment in Canada is imported from abroad), and deducting all exports 


14 There may of course be other reasons for differences between the results of the 
annual survey and the sum of the four projected quarters. The annual survey itself is subject 
to varying degrees of error as a result of incomplete coverage and the difficulty of achieving 
complete consistency in reporting practices (e.g., the distinction between some types of 
machinery and equipment investment and construction investment). 
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of machinery and equipment. The resulting quarterly totals, when combined 
with data from other sources as indicated below, provide the basis for 
allocating the annual estimates by quarters and for projecting these quarterly 
series forward into the current period. 


The bulk of the data used in preparing these indicators comes from three 
basic sources. Data on Canadian factory shipments of machinery and 
equipment are available monthly from the report /nventories, Shipments and 
Orders in Manufacturing Industries, Catalogue 31-001. Data on imports of 
machinery and equipment are available monthly from the report /mports by 
Commodities, Catalogue 65-007. Data on exports of machinery and equipment 
are available monthly from the report Exports by Commodities, Catalogue 
65-004. 


While most of the required information comes from these three sources, 
other sources are used in a number of special areas. Investment in automotive 
equipment (commercial vehicles and the business share of passenger vehicle 
sales) is estimated from data available in the report New Motor Vehicle Sales, 
Catalogue 63-007. Investment in ships and aircraft, where there is a good deal 
of “‘lumpiness” in the investment and where no reliable quarterly information 
is available, is based on a rough allocation of the annual “intentions” figures 
taken from the survey of the outlook for private and public investment. 
Defence expenditures on machinery and equipment (which are not treated as a 
part of capital formation) are deducted from the above totals, on the basis of 
information from the Department of National Defence. Adjustments are made 
(negative) for the value of scrap and salvage allowances on used machinery and 
equipment (including used commercial vehicles and ships), with the estimates 
based on information from a variety of sources. All of this information is 
combined with the “domestic disappearance”’ figures to produce the indicators 
which are used to derive the quarterly estimates of total private and public 
investment in machinery and equipment in Canada. 


To obtain quarterly estimates of “business” investment in machinery and 
equipment, it is necessary to subtract quarterly estimates of government 
expenditure on new machinery and equipment from the above totals. The 
federal and provincial government estimates are derived by interpolation of 
annual data and projection into the current period, using indicators based on 
quarterly information provided by these governments. The local government 
estimates are based on the annual “intentions” figure from the survey of 
private and public investment,!5 allocated to quarters on an arbitrary basis. 


Like the quarterly indicators used to project non-residential construction 
outlays, the quarterly machinery and equipment indicators are also deficient in 
a number of ways as measures of changes in investment expenditure. For 
example, they cannot adequately reflect installation costs, mark-ups, or 
progress payments — all factors which are, as far as possible, taken into 
account in the annual estimates obtained from the annual survey of reported 
expenditures. 


15 Private and Public Investment in Canada, Outlook and Regional Estimates, 
Catalogue 61-205. 
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Value of Physical Change in Inventories 


The net change during the quarter of holdings of inventories must be 
recorded in the Gross National Expenditure in order to allow for that portion 
of current production which remains unsold at the end of the quarter (positive 
change in inventories), or to eliminate that portion of previous quarters’ 
production which is included in sales of the current quarter (negative change in 
inventories). The quarterly change in inventory figures is presented in three 
parts: 


(i) value of physical change in non-farm business inventories, which includes 
changes in inventories held in the private business sector (excluding 
agriculture), and in government business enterprises; 


(ii) value of physical change in farm inventories and grain in commercial 
channels, which includes changes in inventories of livestock held on 
farms, and changes in inventories of field crops held on farms and in grain 

in commercial channels; and 


(iii) the value of physical change in government inventories, which includes 
the change in inventories held by government commodity agencies not ° 
organized as business enterprises (e.g., Commodity Prices Stabilization 
Corporation) and changes in holdings of uranium stocks. (All government 
inventory changes, positive or negative, were previously included with 
government expenditure on goods and services in the former system of 
Accounts.) 


In the case of non-farm business inventories, the basic quarterly data are 
collected in the form of book value figures from business accounting records. 
Since the appropriate method of recording quarterly changes in inventories in 
the Accounts is based on the physical change during the quarter valued at 
average market prices prevailing in the quarter, (rather than on the change in 
book values) all inventory “‘gains’” or ‘“‘losses’’ resulting from the inventory 
accounting procedures of business firms must be eliminated. An inventory 
revaluation (or valuation adjustment) is therefore required to convert the 
change in book values to a value of physical change basis and to eliminate, on 
the income side, any inventory “gains” or “‘losses’? which are embodied in 
corporation profits and in net income of unincorporated business (see 
Chapters 3 and 7). 


In the case of quarterly changes in farm inventories and grain in 
commercial channels, the value of the physical change in inventories can be 
calculated directly from available quantity and price information. No 
inventory revaluation is required on the expenditure side, but valuation 
adjustments are needed on the income side to allow for the fact that earnings 
arising out of the operations of the Canadian Wheat Board, and earnings of 
private grain dealers, are based on inventories valued by conventional 
accounting methods. In the former case, the inventory valuation adjustment is 
made directly to net income of farm operators from farm production (these 
estimates incorporate the profits of the Wheat Board which accrue to farmers) 
and consolidated with this estimate. No explicit adjustment representing this 
item therefore appears in the Gross National Product table. In the latter case, 
the adjustment is included in the published inventory valuation adjustment 
component of Gross National Product. 
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(a) Business non-farm inventories — The following description of the 
sources and methods underlying the quarterly non-farm business inventory 
estimates refers to the estimates based on reported book values. The inventory 
revaluation procedures which are carried out to convert the book value data to 
a “value of physical change”’ basis are described earlier in this chapter, and in 
Chapter 7. About 90% of inventory book value holdings in Canada are held by 
the manufacturing, wholesale and retail trade industries. In these industries, 
regular monthly sample surveys are conducted by Statistics Canada, and the 
information on book values of inventories held at quarter-ends are available 
from monthly published reports. In these areas, the quality of the quarterly 
inventory estimates is considered to be quite good. For other industries, the 
quality of the quarterly inventory estimates varies and is generally less 
satisfactory than for manufacturing, wholesale and retail trade. 


Book values of inventories owned by manufacturing industries are based 
on a monthly sample survey conducted by the Manufacturing and Primary 
Industries Division of Statistics Canada (Inventories, Shipments and Orders in 
Manufacturing Industries, Catalogue 31-001). The survey covers inventory 
holdings of raw materials, goods-in-process, and finished products for all 
twenty manufacturing industries covered in the 1960 Standard Industrial 
Classification. The information obtained monthly from the sample survey is 
adjusted to the annual benchmark derived from the annual census of 
manufacturing. Adjustments, based on information contained in the sample, 
are also made to exclude inventories financed by progress payments (these are 
included in gross fixed capital formation) and to include the value of goods 
purchased by manufacturers for re-sale. 


Quarterly data on the book value holdings of wholesale inventories of 
twenty-six trade groups of wholesale merchants are based on a monthly 
sample survey carried out by the Merchandising and Services Division 
(Merchandising Inventories, Catalogue 63-014). These survey values, which 
cover most but not all aspects of wholesale trade, are used as interpolators to 
allocate annual book value figures, and as projectors to bring forward the 
estimates to current quarters. For those types of operations for which sample 
values are not available, such as agents and brokers, and manufacturers’ 
wholesale outlets, quarterly book value estimates are based on interpolation of 
annual figures and projection into the current period in line with the 
movement of related indicators. 


Most of the quarterly information concerning book value holdings of 
retail trade is also based on monthly sample surveys carried out by the 
Merchandising and Services Division (Merchandising Inventories, Catalogue 
63-014). Inventory data on retail trade are collected for three types of stores: 
independent retail stores; retail chain stores; and department stores. Each type 
of store is estimated by kind of business. In the case of chain and department 
stores, the monthly survey coverage is very close to being complete, and 
virtually all inventory holdings are reported. In the case of independent stores, 
inventory estimates are based on a much smaller sample. Quarterly data as 
obtained from these sample surveys are used as interpolators for the annual 
figures, and as projectors to carry the estimates forward into current quarters. 
Inventory holdings of motor vehicle dealers are estimated by tracing the 
supply and disappearance of automobiles using factory shipments, retail sales, 
and imports and exports of passenger and commercial vehicles. ! 6 


16 Inventories, Shipments and Orders in Manufacturing Industries, Catalogue 31-001; 
New Motor Vehicle Sales, Catalogue 63-007; Imports by Commodities, Catalogue 65-007; 
and Exports by Commodities, Catalogue 65-004. 
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In forestry, quarterly book values are derived by projecting an annual 
base figure on the trend of the value of stocks of pulpwood cut and in streams 
but excluding that held at mills (the latter is included with manufacturing 
inventories). The information on physical stocks is collected in monthly 
surveys carried out by the Manufacturing and Primary Industry Division of 
Statistics Canada. The prices data with which to value these physical stocks are 
available only annually, but quarterly estimates are made on the basis of two 
related indicators, average weekly earnings in the logging industry and average 
unit values of pulpwood exported.!7 


In utilities, quarterly estimates of book value holdings are based on a 
sample survey of public and privately owned gas utilities undertaken by the 
Business Finance Division, and on projection of annual benchmarks of book 
value holdings of electric utilities using the movement of employment indexes 
in this industry. 


In mining, calculations are made separately for inventory holdings of 
finished goods and raw materials. For finished goods, quarter-end holdings of 
physical inventories of iron ore, asbestos and coal mines are obtained from the 
Manufacturing and Primary Industries Division. Price series to value these. 
physical stocks are obtained from the Prices Division of Statistics Canada. The 
resulting quarter-end book values are used as an indicator of the change in 
holdings of total finished goods in the mining industry. Changes in quarterly 
inventory holdings of raw materials are based simply on the movement of 
payrolls in the mining industry. 


Quarterly changes in the book value holdings of inventories of materials 
owned by construction contractors are based on the movements of 
employment in the construction industry (volume) and on prices of building 
materials used in residential and non-residential construction (price). These 
series are used for interpolation of annual benchmarks and for projection. 
Changes in quarterly book values in_ transportation, storage and 
communication are based largely on interpolation or projection using 
information on inventory holdings provided by the Canadian National 
Railways and the Bell Telephone Company of Canada. Quarterly book values 
in the service group are based on interpolation or projection using employment 
indexes. Similarly, employment indexes are used to allocate annual 
benchmark figures and to project inventories held in finance, insurance and 
real estate. 


(b) Farm inventories and grain in commercial channels — As has been 
indicated, in this area the quarterly estimates of inventory change are 
calculated directly from available quantity and price information to derive the 
value of the physical change in inventories. The calculation of quarterly 
estimates of the change in farm inventories has been described earlier in this 
chapter, in the section “‘Accrued Net Income of Farm Operators’’. 


The value of physical change in grain in commercial channels is obtained 
quarterly by applying to the quantity changes in stocks (obtained from 
Grain Statistics Weekly, a report of the Canadian Grain Commission), the 


17 Employment, Earnings and Hours, Catalogue 72-002; and Exports by 
Commodities, Catalogue 65-004. 
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average initial price paid to producers during the quarter by the Canadian 
Wheat Board, in the case of wheat; and the average market price prevailing in 
the period, in the case of coarse grains. 


As noted at the beginning of this section, because of the way the 
inventory estimates for farm inventories and grain in commercial channels are 
derived, no inventory revaluation is required on the expenditure side of the 
Accounts for these two sets of data. However, two adjustments to the income 
side are necessary to allow for the fact that earnings arising out of the 
operations of the Canadian Wheat Board, and earnings of private grain dealers, 
are based on inventories valued by conventional accounting methods. The way 
this matter is handled in the Accounts was described above. 


(c) Government inventories — The quarterly data are obtained from 
government accounting records. All of the inventory change recorded in the 
Accounts relates to the federal government. 


Exports and Imports of Goods and Services 


The quarterly estimates of exports and imports of goods and services 
which are recorded in Gross National Expenditure (Table 2 of the Accounts) 
are taken directly from the reports Quarterly Estimates of the Canadian 
Balance of International Payments, Catalogue 67-001. The basic concepts and 
principles underlying the inclusion and treatment of these international 
transactions in the National Income and Expenditure Accounts are discussed 
in Chapters 3 and 4, and described more fully in Chapter 8 ““The Non-resident 
Sector’, which also contains a discussion of the sources and methods used in 
constructing the annual estimates. In general, the sources and methods 
underlying the quarterly estimates are closely similar — for example, the 
quarterly merchandise trade figures (commodity exports and imports) are 
basically those obtained from customs entries which are tabulated by the 
External Trade Division of Statistics Canada on a monthly basis. The basic 
sources of the quarterly estimates are described in greater detail in The 
Canadian Balance of International Payments and International Investment 
Position — A Description of Sources and Methods, Catalogue 67-506. 


While it is now possible (beginning with the record from the first quarter 
of 196618)to go directly to the published quarterly balance of payments 
records and obtain the totals for exports and imports of goods and services as 
required for the National Income and Expenditure Accounts, this has not 
always been the case. For the earlier record, prior to 1966, it is still necessary 
to carry out a number of adjustments to the basic published Balance of 
Payments totals to obtain the necessary figures for the National Income and 
Expenditure Accounts (although adjusted series are available through 
CANSIM). The relationships are set out in Tables 8-1 and 8-2 of Chapter 8. 
While the examples given relate to the annual estimates, the same relationships 
apply to the quarterly figures. 


18 See Table 3 of The Canadian Balance of International Payments, 1971, Catalogue 
67-201, where the quarterly record from 1966 on is set out. 


33845 
Personal Income and its Disposition 


Most of the component aggregates entering into the quarterly estimates 
of personal income and outlay are covered in the preceding discussion. The 
principal exceptions are current transfers of income to persons from 
government and other sources; and current transfer payments made by persons 
to government and other recipients. 


Current Transfers of Income received by Persons 


These consist mainly of transfer payments to persons by governments in 
the form of family and youth allowances, unemployment insurance benefits, 
veterans’ pensions, old age security fund payments, direct relief, workmen’s 
compensation benefits, and other unilateral transfers, including capital 
assistance (see Chapters 5 and 6). Also included are transfers from 
corporations in the form of charitable contributions and bad debt write-offs, 
and transfers from non-residents in the form of personal and institutional 
remittances and pensions received from abroad. 


Quarterly estimates of transfer payments to persons by governments 
(including capital assistance) are based almost entirely on monthly accounting 
statements of the federal government, or quarterly statements received by 
Statistics Canada from provincial and local governments. In a few instances 
where actual quarterly information is lacking from government returns, 
straight-line interpolation and projection of trend is used. Quarterly estimates 
of charitable contributions of corporations, and bad debt write-offs are based 
on straight-line interpolation and projection of trend. Transfers from 
non-residents are obtained from the Balance of Payments Division in 
connection with the calculation of quarterly balance of payments estimates. ! 9 


Current Transfer Payments made by Persons 


These consist mainly of direct personal taxes paid by persons to 
government, in the form of income taxes, succession duties and estate taxes, 
and employer and employee contributions to social insurance and government 
pension funds. Other current transfers from persons to government include a 
group of taxes which are not income-related or wealth-related but which 
nevertheless reduce the income available to persons for spending or saving, e.g., 
the personal share of motor vehicle licences and permits, hospital and medical 
care premiums, and miscellaneous licences, permits, fines and penalties. With 
the exception of employer and employee contributions, the bulk of these tax 
or tax-type payments are derived on a quarterly basis from statements 
published or made available by the federal2® and provincial governments. In 
the case of employer and employee contributions, information is drawn from a 
variety of sources including records of the Unemployment Insurance 


19 Quarterly Estimates of the Canadian Balance of International Payments, Catalogue 
67-001. ; 

20 The federal sources include the monthly statements of the government’s financial 
operations in the Canada Gazette; monthly statements of the Department of Supply and 
Services; and information from the Department of National Revenue. 
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Commission and the Canada and Quebec Pension Plans. In a few cases where 
actual quarterly data are not available from such sources, straight-line 
interpolation and projection of trend is used. 


Under the conventions adopted in these Accounts, persons also make 
transfers out of current income to corporations in the form of interest paid on 
consumer debt. The derivation of the quarterly estimates of consumer debt 
interest is discussed earlier in this chapter in connection with the component 
“Interest and Miscellaneous Investment Income’’. Persons also make transfers 
out of current income to the non-resident sector in the form of personal and 
institutional remittances paid abroad. The latter estimates are obtained on a 
quarterly basis from the Balance of Payments Division in connection with the 
quarterly balance of payments estimates. 
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Co-operative Wheat Producers (Canadian), 74, 142 
Corporate and government business enterprise sector, 
banks and other financial intermediaries, 201 
bad debts, 222 
capital assistance from government, 216, 223 


capital consumption allowances and miscellaneous valuation adjustments, 
224-226 


capital finance account, 223, 224 

change in non-farm business inventories, 234 
charitable and other contributions, 222 
direct taxes, 221 

disposition of saving, 226 

income and outlay account, 202-223 


interest, dividends and miscellaneous investment income from non-residents, 
DAN 


interest, dividends and miscellaneous investment income payments to per- 
sons, 218 


interest, dividends and miscellaneous investment income payments to 
non-residents, 221 


interest on public debt, 216 
interest on consumer debt, 216 


interest on government loans, advances and on public funds, 221 
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inventory valuation adjustment, 212, 223 

machinery and equipment, 231 

non-residential construction, 229 

notes on special corporation sample study, 239 

profits and other investment income, 202 

profits remitted by government business enterprises, 221 

residential construction, 227 

savings, 222 

source of saving, 224 

undistributed corporation profits, 222 

unremitted profits of government business enterprises, 222 
Corporations, 

capital consumption allowances, 225 

charitable contributions, 222 

dividends paid to non-residents, 71 

dividends paid to Canadian residents, 209 

profits before taxes, see also Profits, 71, 204, 358 

taxes on income, liabilities, and collections, 175, 221 
Corporation profits before taxes, 


definition, 71, 204 
domestic and national, 202 
factor income, 68 


industrial distribution, 289 
Corporation sample study, 239-241 
Corporation taxes, 6, 175, 221 
Credit unions, 201, 219 
Crop production, 345-347 
Current account, Balance of Payments, 86-88, 243-261 


Customs import duties, 76, 177, 366 


A0te 


Defence, 

construction, 85, 188, 229 

expenditure, 83, 84, 88, 182, 188, 275-276 
Deflation, see Constant dollars 
Definitional changes, summary of, 38, 39, 58-60 
Depletion] ei 206; 207,225 


Depreciation, see Capital consumption allowances and miscellaneous valuation 
adjustments. 


Development write-offs, 71, 206, 207 
Direct taxes, 

on corporations, 175, 221 

on persons, 155, 156, 173, 174 
Disabled persons allowances, 184 
Disposable income, personal, 

definition, 90, 91, 300 

geographical distribution, 300 

relation to National Income, 90 
Distribution of family incomes in Canada, by size, 321 
Dividends, 

paid to non-residents, 71 

paid to Canadian residents, 209 


Domesticuproduct,, 35 0y,.01, 1097 Om 2024267 (1289-295) 297, 307, 311, 
314, 318 


Domestic servants, 64, 129, 130, 357 
Durable assets, 84 
Durable goods, 

personal expenditure, 53, 82, 144, 336 


personal expenditure in constant dollars, 281 
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Duties, see Indirect Taxes 


Dwellings (see construction, residential), 227-229, 364-366 


ES 


Earnings from employment, 68, 70, 120-130 

Economic production, 62-68 

Education services, 128, 166, 172, 282, 357 

Electric power, gas, and water utilities industry, 126, 237, 290, 357, 382 
Electricity, personal expenditure, 153, 336, 369 


Employer and employee contributions to social insurance and government 
pension funds, 44, 70, 155, 173, 175, 306, 384 


Enterprise, 

government business, 165, 166, 178, 191, 192, 194-198, 199, 222, 291 
Entrepreneurship, 68 
Error of estimate, see Residual error of estimate, 88-90, 112, 226 
Establishment, 291, 292, 314, 322 


Excise duties, 177, 366 

Excise taxess7 Gtli,/.500 

Existing real assets, see also Used goods, 46, 63, 111, 145, 232, 233 
Exploration costs, 71, 206, 208 


Exports of goods and services, 
in constant dollars, 285, 286 
definition, 86-88, 108, 248, 249 
price indexes (implicit), 278 
reconciliation with Balance of Payments, 87, 88, 244-249 
sector accounts, 108 


sources and methods, 87, 88, 249-251, 383 
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F. 
Factor cost or incomes, 66, 68, 69, 90, 289 
see also, National Income and its various components 
Factors of production, 67-69, 297 
Family allowances, 142, 184 
Family Expenditure Survey, 54 
Farm production, 


accrued or net income of farm operators from farm production, 74, 
139-142, 345-346, 361 


adjustment on grain transactions, 119, 141, 142 

adjustments to National Accounts basis, 140 

cash income, 119, 140 

farm inventories, 74, 86, 140-142, 160, 161, 346, 351, 380, 382, 383 

farm operating expenses, 140, 362, 363 

geographical distribution, 303 

imputations:.63, 1305136591399 3375338 

inventory change, 74, 86, 140, 141, 160, 345, 346, 351, 352, 380 

net income received by farm operators, 140, 141, 142, 303 

sources and methods, 139-142, 345-347 

value of physical change in inventories, see farm inventories above. 
Federal government, see government 

budget, surplus or deficit, 170, 190-193 


employer and employee contributions to social insurance and government 
pension funds, 173-175 


expenditure on goods and services, 181 
expenditure in total, 192 

gross fixed capital formation, 188 
investment income, 178 


revenue in total, 190 
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subsidies, 184 
taxes, 
direct taxes on persons, 173 
direct taxes on corporations and government business enterprises, 175 
indirect taxes. 7, 
succession duties and miscellaneous direct taxes, 174 
withholding taxes, 176 
transfer payments, 183 
transfer payments between levels of government, 186 
Final demand, 317, 318 
Final output, 66, 81, 317 
Final purchases, 66, 81, 317 
Finance, insurance and real estate industry, 127, 136, 238, 290, 357, 364, 382 
Financial Flow Accounts, 34, 42, 48, 55, 111, 307, 309-311 


Financing of gross capital formation, 96-99, 111-113, 159-161, 187-190, 
224-238, 257-258, 307, 309-311 


Fiscal year, adjustments to agree with calendar year, 172, 190-193, 208, 240 
Fishing and trapping industry, 124, 133, 134, 290, 358, 363, 364 


Fixed capital formation, see Business gross fixed capital formation, and Go- 
vernment gross fixed capital formation. 


Flow-of-funds accounts, see Financial Flow Accounts. 
Food, 

personal expenditure, 144, 146, 149, 369 

imputed consumer expenditure on, 63, 150, 337 
Footwear, personal expenditure, 146, 369 
Foreign countries, 

earnings of Canadians in, 67-68 

personal income, 300 


transfer payments, 254, 256 
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Forestry industry, 124, 133, 235, 236, 290, 357, 363, 382 
Fraternal societies, 102, 116 

Fuel, personal expenditure, 138, 150, 153, 369, 371 

Full employment surplus or deficit, 189 


Furniture, personal expenditure, 146, 369 


G. 


Gap, between actual and potential G.N.P., 26, 31, 93, 263 
Garages, 153, 227 
Gas, personal expenditure, 336, 369 
Gasoline tax, 177, 366 
Gifts, see charitable contributions; see also, transfers. 
Gold mines (emergency) assistance, 77, 184 
Gold production available for export, 248, 250, 260 
Goods and services, 
government current expenditure on, 83, 181-183, 374, 375 


in constant dollars, 282, 283 

on direct services, 64, 181, 274 

ImMputed items, O5..s56, 539 

wartime military expenditure abroad, 253 


see also, Government current expenditure on goods and services. 
personal expenditure on consumer, 82, 83, 144-154, 368-373 


in constant dollars, 281, 282 

imputed items, 150) 153-154, 3372338 
by type of expenditure, 146-151, 335 
travel expenditure, 154 


see also, Personal expenditure on consumer goods and services. 
Government annuities, 117 


Government business enterprises, 156, 165, 166, 178, 194-198, 199, 221, 222, 
291 


Government capital formation (gross fixed), 41, 42, 85, 107, 111, 188, 
376-379 
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Government commodity agencies, 86, 184, 380 
Government current expenditure on goods and services, 

constant dollars, 282, 283 

current dollars, 83, 181-183, 374, 375 

definition, 83 

military pay and allowances, 50, 70, 131, 358 
Government direct services, 64, 181, 274 
Government extra-budgetary transactions, 165-166 
Government investment income, 178-180 
Government loans and advances, 179, 180, 221 
Government non-commercial activities, 64, 181, 274 
Government output, 64, 181, 274 


Government pension funds and social insurance schemes, see also, Employer 
and employee contributions to, 


Government production account, 103 
Government revenue, 173-180 
Government sector, 
capital assistance, 184 
Canada and Quebec Pension Plans, 168, 169 
capital finance account, 187-190 
cash and accrual basis, 167 
current transfers to and from other levels of government, 186-187 
definition, 165 
direct taxes on corporations and government business enterprises, 175, 176 
direct taxes on non-residents, 176 
disposition of saving, 188 
government capital spending, 167-168 
government current expenditure on goods and services, 181-183 


government transfer payments to persons, 183-184 
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hospital and medical care services, 168 

income and outlay account, 173-187 

indirect taxes, 177 

intergovernmental transfers, 170 

investment income, 178-180 

interest on the public debt, 185-186 

personal direct taxes and other current transfers from persons, 173-175 

sources of data, 172-173 

sources of saving, 187 

structure of government sector accounts, 170-171 

subsidies, 184 

transfers to non-residents, 185 
Government surplus or deficit, 111, 112, 169, 170, 171, 189-193 
Government taxes, 173-177 
Government transfer payments, 183-187 

see also, Transfer payments. 
Government wages, salaries, and supplementary labour income, 64, 183, 274 
Grain in commercial channels, 86, 160, 382, 383 
Grain transactions, adjustment on, 119, 141, 142, 157, 158 
Grants, 

to industry for plant expansion, 184 

health grants from federal to provincial governments, 187 

to post-secondary educational institutions, 184 

to private non-commercial institutions, 184 

general purpose grants, 187 


Gross domestic investment, see Business gross fixed capital formation, and 
inventory change. 


Gross Domestic Product, 55, 56, 67, 68, 91-93, 109, 110, 202, 203, 287, 
289-295, 20 olin Ltd 318 


—~ 408 — 


Gross Domestic Product at Factor Cost, 
industrial distribution, 289-295 


relation to Gross National Product at market prices, 93 


Gross National Expenditure, 
concept, 80-82 
constant dollars, 263-287 
definition of components, 80-88 
expenditure method of measurement, 80-90 
imputed items included in, 63, 64, 337-339 


price indexes (implicit), 277-279 


Gross National Product, 
boundary of production, 62-64 
concept, 68, 69 
consolidated income and expenditure account, 108-110 
definition of components, 68-80 
VSaprae ia law 65 
imputations, 63, 64, 337-339 
income method of measurement, 68-80 
market prices, 69 
originating by sector, 113,114 
production concept, 62 


value added method of measurement, 65, 289, 293 


Gross National Product at Market Prices, 


relation to Gross Domestic Product at Factor Cost, 93 


Gross output, 293, 314, 318 


Gross value of production, 293, 314 
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H. 
Health services, 43, 83, 102, 118, 132, 151, 168, 282, 375 
Historical setting, 22-28 
Home furnishings, 146, 370 
Hospitals, 
publics 43, 33.1027 Peels t166; [689375 
private, 44 
provincial and federal, 43, 118 
Hospital insurance premiums, 156, 175 
Household production, 64 
Housing, see Residential construction. 
Hunting, see Fishing and trapping industry. 
I. 
Imports of goods and services, 
constant dollars, 285, 286 
definition 86-88 
price indexes (implicit), 278 
reconciliation with Balance of Payments, 87, 88, 244-256 
sources and methods, 86-88, 249-251, 383 
Imputed items included in Gross National Expenditure, see also, Clothing, 
Food, Rent and Shelter, 43, 63, 64, 130, 136-141, 150, 173, 187, 201, 202, 
DO 2200294 
Imputations, 
bank services, 63, 154, 201, 202, 294, 338 
board and lodging, 63, 130, 154, 294, 338 
boundaries of production, 64 
farm food and fuel, 63, 140, 150, 294, 337 
food and clothing issued to Armed Forces, 131, 150, 338 


government consumption of capital, 43, 63, 173, 187, 294, 338-339 
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rent on owner-occupied dwellings, 63, 136, 141, 294, 338 
Income and outlay accounts, 106-110 

see also, relevant sections of Chapters 5, 6, 7 and 8. 
Income concepts, other, 90-92 
Income in kind, see, Imputations. 
Income size distribution, 321 
Index of industrial production, 311-317 
Index of Real Domestic Product by Industry, 266, 287, 311-317 
Indirect taxes, 45, 76, 77, 113, 177, 266, 290, 366-367 
Industrial classification, 289-295 
Industrial distribution of Gross Domestic Product at Factor Cost, 289-295 
Industrial employees vacation funds, contributions to, 175 
Industries, 


See, entries under various industries such as Agriculture, Construction, 
Fishing and Trapping, etc. 


Inheritances and migrants’ funds, 87, 105, 106, 112, 246, 247, 248, 258 
Input-Output Accounts, 34, 307, 317-320 
Installment finance charges, see Interest on consumer debt. 
Institutions, see Non-commercial institutions. 
Insurance, 
claim portion of business and residential, 80, 158, 226 
companies, 117, 118 


employer and employee contributions to social insurance, 44, 70, 155, 173, 
306, 384 


industry, see Finance, insurance and real estate. 
Inter-industry flow of goods and services, see Input-Output Accounts. 
Intermediate output, 66, 81, 317, 318 


Intermediate input, 318 
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Interest on, 
bonds, 72, 218, 360 
consumer debt, 48, 73, 74; 155-956, 208,209; 210,211, 216, 217, 361 
deposits; / 2,21 8,°21972 2055595360 
government annuities, 72, 220, 221 
government loans and advances, 179, 180, 221, 360 
government pension and social insurance funds, 169, 170, 173, 179 
insurance funds, 117, 118, 142, 220, 360 
moteagesn 7 252 lo, 2195 359 
private pension funds, 142 
publicadebhted2: 73y T4219 Soe) SG 208209 7210, 211, 359, 360; 361 
public funds, 179, 180, 360 


received from or paid to non-residents, 72; 73,142, 180, 185, 202, 203, 
21 222534256 


Interest and miscellaneous investment income, 72, 73, 74, 208-211 
Interest income of persons, 72, 208-211, 218-221 
International comparability, 323-354 
Internaticnal sources, see Chapter 13 and Bibliography. 
Inventory change, 
change in book values, 86, 212-216 
constant dollars, 213-215, 284-285 


definition, 85, 86 


farm inventories and grain in commercial channels, 86, 140, 141, 142, 160, 
161, 382,383 


government inventories, 41, 86, 189, 383 
non-farm business inventories, 86, 234-238, 381, 382 
sources and methods, 160, 161, 189, 234-238, 380-383 


value of the physical change, 85, 86, 212-216 
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{Inventory valuation adjustment, 
definition, /5, /6, 212-216 
sources and methods, 

average cost, 214 

book values, 212, 213, 216 

business accounting, 213 

constant dollars, 215 

Pifo, 213 

Liioe2 is 

lower of cost or market, 214 

price indexes (“‘deflators’’ and “‘re-valuers’’), 214, 215, 216 
turnover period, 215 


Investment, see Business gross fixed capital formation, Government gross fixed 
capital formation, and Inventory change. 


Investment accounts, see Capital finance accounts. 


Investment income of corporations and government business enterprises, 
200-214, 217,208, 358359 


definition, 68 
of government, 45, 178-180, 360-361 
of persons and unincorporated business, 142, 359, 360 


of non-residents, 253, 359 


Labour, 68, 74, 131, 140 

Labour force, 123, 138, 298, 363, 364 

Labour income, see Wages, salaries and supplementary labour income. 
Labour unions, 102, 116, 128 

Land, 68 

Landlords763. 75,137 t3oulos 


Laundry and dry cleaning, 128, 150 
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Lawyers, income of, 133 
Leased equipment and rented property, 293 
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licences; fees'and permits, 156, 173,175,177, 366 
Life insurance companies, 90, 116, 117, 118, 142, 220, 360 


Linkages to other parts of National Accounts System, 34, 55, 56, 111, 
307-322 


Liquor commissions, 45, 177, 366 
Localsovernment;.33,102, 163. 1 Gos ly 2d ql sl 182, 187, 375 
Lodging.63,129% 1305136155. 15 te364e5 01, 372 

see also Shelter. 


Lower Inventories for Tomorrow (LIFT), 140 


M. 
Machinery and equipment, see also Business gross fixed capital formation, 
in constant dollars, 284 
in current dollars, 46, 77, 84, 85, 159, 188, 189, 231-233, 378, 379 
price indexes (implicit), 278, 279 
Manitoba, 
personal income, 300 
personal income per person, 301 
Manufacturing industry, 124, 125, 130, 134, 236, 290, 293, 357, 364-381 
Market prices, 69, 70 
Maritime provinces, see Atlantic Provinces. 
Medical and dental care, 118, 129, 132, 151, 152, 168, 282 


Migrants’ funds, 87, 88, 105, 106, 112, 244, 246, 247, 248, 249, 250, 258, 
260 


Military, equipment previously produced and shipped to NATO, 87, 88, 247, 
248, 249 


expenditure, see Defence expenditure 
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Military pay and allowances, 50, 70, 131, 252, 358 

Milk subsidies, 184 

Mining development costs, 71, 206, 207, 225 

Mining, quarrying, and oil wells industry, 124, 134, 236, 290, 293, 357, 382 

Moneyflows, see Financial Flow Accounts. 

Mortgage mterest, J 2,219,359 

Mothers’ and dependents’ allowances, 184 

Motor vehicle licences and permits, business payments, 76, 177 
personal payments, 76, 156, 175 

Motor vehicles, new, 144, 146, 149, 370 

Motor vehicles, used, 144, 145, 146, 149, 370 

Municipal government, see Local government. 

Mutual aid to NATO countries, 87, 88, 243, 247, 248, 249, 254, 26] 


Mutual benefit societies, 220 


National Accounts, 
historical development, 22-28 
sector accounts published in eek, 101-114 
uses, 29-32 
National Income, 
components, 68-76 
definition, 68, 69 
relation to Personal Income, 90-91 
National output, see Gross National Product and Expenditure. 
National saving, 96-99, 111-113 
NATO countries, mutual aid to, 87, 88, 243, 247, 248, 249, 254, 261 


Natural resource royalties, 45, 177 


Pre 


Net foreign investment, see Surplus or deficit on current transactions with 
non-residents. 


Net income of non-farm unincorporated business, 74, 75, 131-139 
Net value of production, 298 
New Brunswick, 
personal income, 300 
personal income per person, 301 
Newfoundland, 
personal income, 300 
personal income per person, 301 
Newspapers and magazines, 146, 148, 370 


Non-commercial activities, government, see Government non-commercial acti- 
vities. 


Non-commercial institutions, private, 102, 116, 144 
Non-durable goods, 
expenditure in constant dollars, 282 
implicit Prices, 282 
personal expenditure, 53, 83, 144, 146, 336 
Non-farm business inventories, 
in constant dollars, 215, 284, 285 
in current dollars, 86, 234-238, 381, 382, see also, Inventory change. 
Non-residential buildings, see Business gross fixed capital formation, and Go- 
vernment gross fixed capital formation. See also, construction, non-residen- 
tial. 
Non-resident sector, 
Canadian Balance of International Payments, 259-26] 
capital finance account, 257, 258 
current transfers from persons, 254 
current transfers from government, 254 


current transfers to government, 256 


NG 

current transfers to persons, 256 
disposition of saving, 258 

income and outlay account, 251-257 


interest and miscellaneous investment income received by non-residents, 
250-255 


interest, dividends and miscellaneous investment income payments by 
non-residents, 256, 257 


purchases of goods and services from business, 255 

receipts from sales of goods and services to business, 252 

receipts from sales of goods and services to persons, 252 

receipts from sales and services to government, 252, 253 

relationship between National Accounts and Balance of Payments, 244-249. 
sources and methods, general, 249-251 

sources of saving, 257, 258 

structure of non-resident sector’s accounts, 243, 244 

surplus or deficit of Canada on current transactions with non-residents, 257 


wartime adjustments, 251 


Non-residential construction, 
in constant dollars, 283, 284 © 
in‘current dollars, 84; 85, 159, 188, 229-231, 377, 378 


price indexes (implicit), 278, 279 
Northern Staging Route, 231, 251 
Northwest Territories, see Yukon and Northwest Territories. 


Nova Scotia, 


personal income, 300 .- 


personal income per person, 301 


O. 


Obsolescence, 77, 78. See also, Capital consumption allowances. 


Old Age Security Fund, 165, 184, 191, 192 


Ad 


Ontario, 
personal income, 300 
personal income per person, 301 


Operating account, 103, See also, Business operating account, and Production 
account. 


Organisation for Economic Co-operation and Development, 22, 25, 26, 28, 29, 
3231824325 9526082 08a 9 3006 320333 


Original cost, 52, 78, 79, 225, 226 


Owner-occupancy, 63, 75, 83, 136, 137, 138, 177, 365, See also, Rents. 


Pensions, 
Canada and Quebec Pension Plans, 168-170, 184 
extra-budgetary receipts and payments, 165, 166, 175, 190, 191, 192 
government, 165, 175, 190, 191, 192 
Old Age Security Fund, 165, 184, 191, 192 
old age and blind pensions, 184 
paid to government employees, 184, 192 
Divatern OD 81s Gell]. 2 207360 
Public Service Superannuation Account, 179 


veterans’ disability, 184, See also, Employer and Employee contributions to 
government pension funds. 


Personal and disposable income, 
definition, 90, 91, 300 
geographical distribution, 300 
relation to National Income, 91 

Personal expenditure, 
abroad, 154 
commodity classification, 335-337 


constant dollars, 281 
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definition, 82, 83 
imputations, 63, 64, 150, 154, 337, 338 
medical and dental care, 151, 153, 154 
non-commercial institutions, 144 
price indexes (implicit), 277-279, 281, 282 
sources and methods, 144-154, 368-373 
Personal’saving, 90;.91,°106-107,, 115, 1169147, 418,157, 1585159 
Pérsonal taxes 1155-9150, 1 ol 4 
Persons and unincorporated business sector, 
accrued net income of farm operators from farm production, 139-142 
capital finance account, 158-161 
current transfers to government and other sectors, 155-156 
current transfers from government, corporations and non-residents, 142-143 
disposition of saving, 159-161 
hospital and medical care services, 118 
income and outlay account, 119-158 
insurance companies, 117-118 
interest, dividends and miscellaneous investment income, 142 
military pay and allowances, 131 
net income of non-farm unincorporated business, including rent, 131-139 
personal expenditure on consumer goods and services, 144-154 
‘personal saving, 157, 158 
private non-commercial institutions, 116 
private pension funds, 116-117 
sources of saving, 158 
wages, salaries and supplementary labour income, 120-130 


Physical volume of output, change in, 93, 263, 311. See also, Quantity change 
in output. 
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Plant and machinery, see Business gross fixed capital formation. 
Post Oifice Ia imloosloOso 1192 
PotentialiG:NiP)275 31, 1892263 
Prairie Farm Assistance Act, 140, 177 
Price; 

implicit price, 277-280 

market price, 69, 70 
Price indexes, 270, 271, See also, Constant dollars. 
Prince Edward Island, 

personal income, 300 

personal income per person, 301 
Production, 

boundary, 62-64 

definition, 62 

valuation, 69 
Production account, 103, 104. See also, Business operating account. 
Professional practitioners, 74, 132, 133, 363 
Profits, 71, 204-208, 358, 359, See also, Corporation profits before taxes. 
Provincial government, see Government. 
Public Accounts, 

asa source of data, 151, 172 

surplus or deficit of federal government, 190-193 
Public administration and defence industry, 127, 128, 290, 291, 292 


Public debt, interest on, 73,142, 179, 180, 185, 186, 208, 209, 210, 211, 
360, 361 


Quality, measurement of, 276, 277 


Quantity change in output, 93, 94, 263 
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Quarterly estimates, see Part II, 343-384 
Quebec, 

Pension Plan, 168 

personal income, 300 


personal income per person, 301 


R. 
Railways, Canadian National, 64, 194, 236 
Railway transportation, 125, 151 
Real and personal property tax, 177, 367 
Real assets, 
existing, 46, 63, 111, 145, 232 


new, 84, 111, 159, 188, 227-233, 257, 375-379. See also, Business gross 
capital formation and Government gross capital formation. 


Real Domestic Product by Industry, 307, 311-317 
Real estate commissions and fees, 41, 64 


Real output, 272-277, 311-314, See also, Physical volume of output, change 
in; and Quantity change in output. 


Re-establishment benefits, 70 
Relief payments, 142, 184 
Rent, 
definition, 75 
iniputed, 136 41G7 e136. 154365 
factor income, 44, 75 
owner-occupied dwellings, 75, 83, 136, 137, 138, 153, 365 
personal expenditure on, 83, 153 
sources and methods, 136-139, 364-366 
Rental income of persons, net, 44, 75, 136-139 


Repair expenditure, 84 


=2421— 


Replacement (cost,o1s (54 /5,/90mlooee loo 16 
Reserves and write-offs charged to expenditure, 181, 192 
Residential construction, 
in constant dollars, 283, 284 
in current dollars, 84, 85, 159, 160, 188, 227-229, 376, 377 
price indexes (implicit), 278, 279 
Residents, 68, 103 
Residents of Canada, temporarily abroad, 68, 144 
Residents of foreign countries, temporarily in Canada, 68, 144 
Residual error of estimate, 88-90, 112, 114, 226 
Rest of the world, see Non-resident sector. 
Retail sales tax, 149, 150, 177 
Retail trade, 146-148, 368, 369, 370 
Retail trade industry, 127, 135, 237, 238, 290, 357, 364, 381 
Revisions, 34-40, 50-54 


Rowell-Sirois Commission, see Royal Commission on Dominion-Provincial Re- 
lations. 


Royal Commission on Canada’s Economic Prospects, see Bibliography. 


Royal Commission on Dominion-Provincial Relations, Report of, 133, 172, 
303 


Royalties, 45, 180 


S. 
Salaries, see Wages, salaries, and supplementary labour income. 
Sales tax, 149, 150, 177 
Saskatchewan 
personal income, 300 
personal income per person, 301 
Saving, | 


corporate and government business enterprise sector, 224-227 
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government sector, 187 
non-resident sector, 257, 258 
personal saving, 90, 157 
persons and unincorporated business enterprises sector, 158, 159 
saving as a source of finance for gross capital formation, 111-113 

Schools, local schools and school boards included in government sector, 166 

Scrap and salvage allowances, 46, 232, 233 

Seasonal adjustment, 348-353 

Second-hand goods, see Used goods. 

Sectors, 101-103, See also, entries for Corporate and government business 
enterprises sector; Government sector, Non-resident sector, and Persons and 
unincorporated business sector. ; 

Sector accounts, 
consolidation of expenditures, 110 
consolidation of income, 108, 109 

Service industry, see Community, business and personal service. 

Service industries, 30, 290, 291 

Services, 
personal expenditure on, 83, 150-154, 371-373 
personal expenditure in constant dollars, 281, 282 

Shelter, 
consumer expenditure on, 153 
expenses paid by owner-occupants, 153 
farm rents, 139, 364, 366 
gross imputed space rent, 138, 365, 372 
gross paid rent, 137, a) 
non-residential non-farm rents, 139, 366 
residential non-farm rents, 136-138, 365 


space expenses for tenant and owner-occupied dwellings, 138 


AAS 


Social insurance funds, 165, 166, 168, 169, 170, 175, 191, 192 
Space expenses, 138 
Standard Industrial Classification, 123, 235, 236, 291, 294, 295 
Statistical revisions, 50-54 
Step-adjustment, 347, 348 
Stocks, see Inventory change. 
Storage costs on temporary wheat reserves, 184 
Storage industry, 126, 237, 290, 382 
Structure, changes in accounting framework, 54-56 
Subsidies, 77, 184, 367 
Succession duties, 155, 174 
Supplementary labour income 
definition, 70, 120 


sources and methods, 130, See also, Wages, salaries and supplementary 
labour income. 


Surplus or deficit on current transactions with non-residents, 108, 244, 257, 
IES: 


Surplus or deficit on government transactions related to the National 
Accounts, 188, 189-193 


System of National Accounts, 307-322 
ii 

Tables, list of, 11 

Tangible assets, 84, 231 

Tax rental payments, 31, 187 

Taxes: 


direct taxes, corporations and government business enterprises, 175-176, 
222 22 


direct taxes, non-residents (withholding taxes), 46, 87, 176, 247, 248, 249, 
256 


direct taxes, persons, 155, 156, 173-175 


Be 9a 


indirect taxes, 76,77, 177 
other current transfers from persons, 155, 156, 173 
Taxation agreements, 31, 187 
Technological relationships, input-output flows, 307, 320 
Theatres, motion picture, 153 
Tobacco and alcoholic beverages, 146, 369 
Trade-in allowances, used cars, 145 
Transactions, classification and summarization, 61, 62 
timing, 167, 344, 345 
types, 104-106 
Transactors, see Sectors, 101-103 


Transfer payments, 90, 91, 104, 105, 106, 142,143, 154, 155, 156, To3-teae 
222s 2542S, 250, OA OOS 


Transportation industry, 122, 125, 126, 135, 237,290, 2915313, 35.74.42 
Travel expenditures, 


included in personal expenditure on consumer goods and services, 83, 144, 
154 


payments for travel expenditures of Canadian residents abroad, 154, 246, 
25025252 Gil 


receipts from travel expenditures of non-residents in Canada, 154, 248, 252, 
25597261 


Trusteed pension plans, 50, 220, 360 
U. 
Undistributed corporation profits, 222, 340 
Unemployment insurance, 
benefits paid under, 142, 184, 192 
contributions to, 130, 155, 175, 191 
Unincorporated business, net income of non-farm, 74, 75, 131-139, 363-366 


United Kingdom, National Accounts Statistics, Sources and Methods, see Bibli- 
ography. 


United Kingdom wartime plant expansion in Canada, 231, 25] 


— 425 — 


United Nations, A System of National Accounts, see Bibliography. 
United States, National Income, 1954 Edition, see Bibliography. 
United States, U.S. Income and Output, see Bibliography. 


United States Government, construction of Alaska Highway and Northern 
Staging Routes, 231, 251 


Universities, 11621522 166, 373 
UNRRA, 
excluded from exports, 243, 251 
government expenditure on, 243, 251 
Used goods, 46, 62, 111, 145, 232 


Uses and applications of National Income and Expenditure Accounts, 29-31 


\G 
Valuation adjustments, 
inventory. 735, /65.212-216 
miscellaneous, 46, 80, 225, 226, 367 


Valuation of production, 68-70, 265, 266, See also, Market prices, and factor 
COst: 


Value added, 65, 67, 266, 289, 314 


Value of physical change in inventories, 85, 86, 160, 189, 234-238, 380-383 


W. 
Wages, salaries and supplementary labour income, 
definition, 70, 120 
revisions, 5] 
sources and methods, 120-130, 357, 358 
War expenditure, see defence expenditure. 
Wheat, storage costs, 184 


Wholesale trade, 127, 237, 357, 364, 381 


Ne 


Yukon and Northwest Territories, 300, 301 
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